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By the Office of Business Economics
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A REVIEW OF 1949

NIHETEEN FORTY-NINE was another year of high
production, income, and empioyment. The entput of the
seconomy was as large as in 1948 in real terms. Major
changes from the earlier postwar period occurred m the
disposition of cutput, however, and i the zend of economic

" activity—which in the first half moved downward for the

first time since the reconversion shift fromm war to peace

" output 3 years enrlier.

=

- period, snd in many indusicies the most

wo ding full-employment years in which an unusual
propottion of cutput was Iaid aside for cepitel accretion had
elimingted & great pert of the backlog investment demand
arising from_ the war. Swilt sceumulation of nventories
irom 19045 through 1948 had brought agpregate business
stocks into adequate relation with sales by the end of that

expansion in plant capsacity and equi t had also been meat,

n 1949, the proportion of current output devoted to capital
formation was sherply reduced, to 8 moderate extent because
of declining plsnt and equipment expenditures and net
foreign investment, but largely becanse the inventory buildup
of the 7ear hefora ceased end was succesded by some liqui-
datien of stocks. Lower eapital formation, with the con-
tipuance of fotal output at shout the same high voline as
in the pravions year, permitted a small meresse in the flow of
gonds and gervices to consumers, at the same &irme that there
was & marked expansion in purchases by all levels of govern-
ment. On the whole, the ronsumer on a per capita basis

ot needs for -

fared at least o3 well as in any other year, cially when the
intangibles of quality, choice, and the previous difficuliies of
mesting his wanés ander conditions of shoxt supply are
considerad.

o Better balance between supply
and demand

Tha redueed nead for domestic investment, a Ieusaningbuf
foreign demand in cur markets a3 fewer dollars were available
t Toreign countries, and some diminution in the urgency of
consumer requirements for most types of durable goods and
for some noodurebles, reduced the pressura of aggregate
demand. Simulteneously, the improved availability of raw
ﬂ?gt-eriﬂls, tha ef lanl n 151 the labor forns, m:&d the wnﬁ:m:i

& volume of plant and equipment expenditures exp
total productive capacity. o epsing of demand and

wih of capaci bmuét a better balaoce in supply-and-
ﬁgjmnd relationships which was reflected in & moderate
lowering of prices. The innings of these developments
had alréady been evident before the close of 1948,

The modest extent of the price chen 1 percent in con-
sumar prices and 6 parcent in wholesale commodity prices
on & year-to-year basis, althougk more from rpon d:eak
0 twugh%dmnot voly to the maintenance of final de-
mand despite the changess noted, but also to the fact that
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major elernente in the cost strueture remained relnfively
stable. Labor costs were affected by slightly higher wage
rates and increased supp!emenbag benefits, which served to
countaract savings from improved productivity and raduced
overtime. Trensportation costs were higher and overhead
costs, including businesa rent, were marked by little or no
B, L

Except in agriculture, where piices and income were
sharply down from the extraordinary levels of the previcus
yenrs, price declines were insnfficient to affect business earn-
ngs f;om current production very much. Becavse of the
shift in price tren :
marging were substantially reducad when econventionally
measured so as to include inventory profits end losses.

» Downward adjustment in first half

The shift fropn mventory rebuilding, which hed absorbed
output &t & high rate in the fourth quarter of 1048, to some
inventory liquidation by the second guarier of 1949 provided
& severe best of the otre of the economy in the first half
of the year. Bueiness investment in piant and equipment
and residential construction were also sliding off in the first
half. During this peaviod industrial produetion fell, unem-
ployment inereased from the miniwal levels prevailing in the
preceding 2 years of labor scarcity, and many prices vielded

wnd.
gmHawwer, the impact of the adjustment was largely limited
to the segments of economic aciivity divectly affected by the
decline m inves?llmt—p&runu]artg‘ marfactoring, miping,
and transporiation of goods—ul
which were affected by other factors, were also moving
downward. Madera,ting the investinent impact was an ex-
pension in government buying, while government operations
m such fialds as farm prica supports, lending operations, and
unempioyment insurence—iogether with declining tax rave-
nues—exertad a supporting influence in many sectors of the
eCOnmY. . S

Supported by sustained high Elnﬁ}g:ablﬁ income of con-
sumers and stimulated by an exp flow of automobiles
for which backlog demand continued uneatisfied, aggragate
consumear spending, comprising two-thirds of gross national
product, held firm. e impact of redn mvestrnent,
spending was absorbed without touchivg of a wave of
secondary effects elsewhere in the econoiny such as bas at
other times instituted & downward spirsl of deflation.

e Stabilization of economy in

second half

By midsummar, the decline in ageregate investment had
heen checked. The rate of inventory liqguidation began to
diminish as the underlying core of demend made necossary
a revival of business orders, and substantigl rwnw:ly o0~
curred in residential constraction for which the backlog of
demand continusd largs.

During the last half of the g’ear these two favorable faciors
approximately offset further declines in husiness expenditwres
for produeers’ durable equipment and nonresidential con-
struction, and s reduction in forsign investment. Conenr-
rently with the stabilizetion o ale investment,
however, the sxpansion of government buying cessed. With
these formeriy d
the setond balf of the year, seles; production, employment
and prices were nearly steble in most ndusiries. Some
inereases were appearing, particularly in industrial segments,
and such declines as continned—as in. agriculturel prices—.
were taking place at & diminished rata.

, Dowerer, corporeie profits and profit

ough sgricultural prices, -

ynamic factors at comparative real duering

Februsary itad

The year was thus divided info two dissimilar periods. The
first half was one of adjustment from the inflation
movement of tha earlier postwar pericd which had culminate
late in 1948. The adjustment is sean in retrospect to have
been remarkably mild insofar ne ghe over-all sitiation iz con-

. carned, though it shﬂ.rﬂioaﬂ&'mmd mdividual business concerns

and to some extent le indnstrias, and brought leszenad
employment opportunities for Jabor. The second half was
ene of over-all stability within which were smbraced moderate
advanees in some of the earlist declining sepments. As s
whole the year's results, in terms of real production, were
practically ‘'on-a par with those of 1048

e Personal sector stable

A featurg of the year’'s developments was the extraordinary
stability of the coosumer sector. A slight dowa trend ia
personal ineormne was associsted with the farm component:
moqnthly data for nonagriculéare) income showed an extreme
varistion betweon the Sigh and low month of only 2 percent,
and 11 of the 12 meon wore wichin s l-percent range.
{Consnmer expenditurss, available only querierly, showeil
virtually no variation st ell, while monthly dete for totel
ratail sales confirmed the gnarterly stability. Accnmpanying
the steadiness of consumer income and outlays, the monthly
;;mhdex of consumer pricsa showsd only miner changes during

£ vear. = .

ith their Januarj 1949 positions somewhat below the
1948 pesks, personal income, retail sales, and copsumer
prices sll averaged & little less in 1949 than in 1945. Dispos-
able personal mcotng was maintained, despite the small
reduction, in personsl ineome, becauss of lowsr peracnal
taxes. Personal consumption expenditures and personai
savings were also the same as in 1948, The reduction in con-
sumer prices was sueh as to indicate an increase of about
1.8 percent in the real dow of goods and services moving to
GO AU SES, :

» Diversity of economic movements

Among the myrisd of detailed sconomic series many weara
higher in 1949 in 1948, whila many others were lower.
This circumstance is api to yield an impression of extraor-
dinary diversity of ecomomic hehavior in this period. To
some extent this impression is, indeed, valid, for the 194%
adjustment struck heavily at some areas of the economy
while lexving others nntouched.

Nevertheless, it should be gﬁfb&& vut that if rates of
change, rather than merely direction, are tuken ss the
significant measure of variation, the differences in movement -
wera not notably greater in 1940 than in previoms years.
In 1947 and 1048, for axample, the dispersion had been
agninst & background of sizable increases in aggregate E:m-
duction, average piiess, and other summary measuros. Theze
genersl mensnres changed relatively little from 1948 to 1949,

1t is with this csusion as a preliminery thas suhsaquent
sections of this raview record the diversity of experience in
various fields, Thus, it _is pointed out thati conswmer
expenditures for automohiles and services were hcilg;her, bt
eurrant dollar expeniditures on most commodities dearsensed.
In industrial production, manufrcturad foods, automobiles,
and, aireraft, among others, were above 1948, but a majority
of industries were lower. In the field of conetrucéion
eeiivity, public, institutions], snd atility construction were |
higher, residentinl construciion was littla changed, and in-
dustrisl and commercial. constrizetion were dowa. Employ-
ment outside manufacturing was above. 1548 in the aggregate,
but the contraction in manufseturing was sufficient to carry.
with it the ell-industry total. :
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Prices, both at wholesale and thosa-%d ch:gnmnnem,
djsp]a.yea& a similarly mixed pattera. e deslines wara
l.a;%ast most pervasive, and most continuous in the volatile
field of farm predusts and foods, which prices had paced
the war and postwar vies. Among indusirial commoditios
for which wbholesala quotations are awvailable, declines
outnumbered advances during the period of adjustment in
the ratio of 3 to 2 (with sbont one-fitth of all quotations
unchanged}, snd the wrerage for retail commedities was
elightly lower. The prideminant movement in the prices
of consumer services was.upward, In ral, prices which
had advanced most in preceding years fell farthest in 1949,
while those which had previously adwvanced least continned
upward, so thet on the whole the price structure moved
to prowar relationships, e

e Position at year end EORE

In view of the shifting pattern of business behuvior over
the course of the year and of the divergent trends of waricus

scopomic indicators, it is desirabie o summarize the position

of the economy as the year snded.

In the fo gquarter of 1849, the gross national produet
in emrrent dollars was 8 parcent below the fourth quarter of
1048, itz pesk. The descline in physiezl terms was muash

amalier. mploymant in December was down a lttle more
thazn 1 t]ggmthh ehd of 18, Ratell sales wera
elightly helow the previoue vear in doller ameount, but in

physical terms they werz a little higher, From December
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1948 to December 1040 sonaumers’ prices were off 2 percent
and wholesale commedity tﬁmc&s 7 percent.

The yesr concluded with & tone of firmness in most areas
of econoimic activity. The two lurgest sourecs of demand
for thé gross nations! product—eovernment and sonsumers—
wera buying at a stable rate. In the o for consumers
was: the non-recurring receipt of the $2.8 billion Natiopal
Bervice Life Insurance dividend and State veterans’ bonus
paymente—to be partly offset, however, by an incresse in
employes eontributions to the Federal Old and Sur-
vivors' Insurance fund at 2o annus] rate of nearly ooe-half
billion dollacs.

The most notable axpensionsry influence was the mark-
edly rising trend of residential eonsirtction, which waa
beginning to carry commercinl construction upward with it.
This revival was suffigient to bring total private eonstruction
back to its peak by the fourth quacéer of 1949, Furiher, the
rata of liquidation of ponfarm business inventories had
slackenad, With business buying more ciesely geared to
cwrrent sales for final use, this major factor of change in
1540 was no longer exereising itz retarding influencs.

zerting o contzary foree ware the ste declines in
buginess purchases of durable equipment. in imdustrial
constraction. Surveys of business plans indicated that these
declines would continve into 1950 25 backlog dernands wers

Na_tinna! Income and National Product in 1949

GR@SS national produci—the market value of the
Nation’s output of goods end servicss—emounted to 257
billion in 1949, as campared with $262 billion in 1948, The
national income, which messures output in terms of earnings
accruing from cwrrent production, showed a similar mova-
ment, from %226 billion in 1948 to $221% billion in 1949,

Production thus continued af & vary rats during the

t year. In neither of thess major egpregates was the

eeline in dollar velue more than 2 perceni. Personal
_ ingpme, which measures sll incomes recaived by persons,
ineluding transfers, was maintained even batter. a decline

was only 1 percent, from $212 hillion to $210 billion.

When allowancs is made for lower prices in 1949, it wouid
sppesr that the change in the plivsica! volume of production
wag slight, although evidence is st present insufficient so
permit sétual measurament. Aveilable data slso suggaest
that in private nonagricultural industries as & whole increases
in productive efficiency approximately offset small deeclines
in empleyment end in the aversge workweci:. )

.ﬁ.lt.ll:ough apgregate production in 1949 differed little from
thet t 1048, significant shifts oeeurred in the use of the
MNation's output. These shifts wers reflected in varistione
in the a of seonomic activity durng 1949 snd in the
chunged pattern of the income fiow, -

Maintenance of final demaind

Thers were marked differences in movement between the
inventory and poninventory elements ‘of national output.
In 1948, $6.5 billon, or 2% percent of gross national produe-
tion, was devoted to net additions to business inventories,

~whereas in 1949 there waz s bt reduction of £2.5 hillion.

Fouar-fifihs of the 39 bilion swing stemmed from the move~
ment of nonfarm business inventories) farin inventories gon-
tributed sbout $2 billion: cee s T

turther reduced, despite low costs of financing. Oper~
atmﬁ]oy%he down-side was the contraction in foraign trade,
notably ‘in exports of agricultursl produets, and in the
export balance.

That the total reduction in the value of national produc-

tion from 1948 to 1949 was slight is attrtbutable to the fact
that the flow of poods and services to final purchasarse—that
8, domestie consumers, capital investore, arnimaent,
and form%n netiong—incrdaced from 3256 billion to $260
bilkon, The substantial growth of Federal and Staie and
loenl government purchases wes rasponzible for the incresse.
But even exclusive of the government component, finad
purchaszes made a favorable showing. Thus, the dollar
volume of parsonal consmmption expenditures in 1949 was
about the seme as in 184%; and the decline in business in-
vestment in fixed capital assets, including residential con-
struction, was of moderats proportions.

Reduction in inventories

On a quarterly basis also, final purchases showed a high
degree of stability, and fluctuations in inventory investment
were the bumediate cause of the major chanﬁ? ip the pace
of sconomic activity dusing the year. The shift from & net
inventory sccumulation of 39 billion at annusl retes in the
fourth quarter of 1942 {0 a net reduction of $3 billion in the
second quarter of 1949 iz reflacted in the business recession
that daveloped during this period.

The mildness of the recession—nstional incoma end
national product daclined less than 5 percent—is traceabls
0 the sustained strength of final demand. Inventories con-
tinued to be reduced during the second half of the year, but
no further shiftz in the rote of chenge comparable to thesa
of the firsi half ocowrred. In turn, over-all economic activ-
ity, az mensured by notional income and product, was.
stapilizad in the Intter port of 1649, .
- The pattern of the incorme flow reflected these changes.
In the nonfarm sector, the decline in nationsl income was
centered in magufacturing, where reduced inventory re-
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quirements resnlted in a curtailment of production, Inecome
originating in other industrial divisions of this sector was, in
gﬁnera], much better meintained. Parm inecome shrank
sharply, 88 8 consequence mainly of lower agricultural prices.

These salisnt features of the sconomic sifuation ars traced
in greater detail in the following review of the income and

product Gows,

Private Domestic Demand for Gross
National Produect

Over-uall stability of consumption

Personsl consumption sxpenditures last yeor, 8t 3178 bil-
licn, were about the some as in 1948 in dollar voluma and
somewhat larger in real terms. After & decline of modest
proportions in the first quarter from the record lavel #f the
previous vear end, the total remained almost constant in
eachl suceeeding quarter.

A major canss of this stability, which iz depicted in charé
2, wae thst income aveilable for consumer ing and
saving was maintained better than income cripinating in
productive activity. In contrast to the $5-billion decline in
nationsl income, consumer disposahle income held up in
1949. Stable disbursements of dividends and other prop-
prty inepmes to individuals in spité of a reduced businses
€arnings, 81 ingrease in government, tronsfer payments, and
lower ndividua] ineome taxes were the major fectors ae-
counting [or the differenca,

Chart 2.—Disposition of Perzonal Income
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Also, the ratio of sonsumption to disposabls ineome firmed,
aftar declining in 1948, In interpresing this svidence of tha
firming of consumer demand, it should be noted that larger
automobile purchases undﬂrl’ax the inorease of the over-all
income-consumption ratie during 194%, These purchmses,
atill reflecting accamutated shorteges, increased in each
.gquarter exeept the fourth, when model changes interrupted

& flow t0 consumers, For the yenr 88 whole, automohile
purchases were 32 hillion, or about one-fourth, above the.

Fehrunry 18 0

The ratin of consumption exeluzive of auto-
copstant during the

total Tor 1048,
mebiles o0 inceme wes approximat
enr,

Y The movements of consumer purchases of durables ather
than automobiles were mixed, Furniture and househeld
equipment sales had sageed in the last quarter of 1548 and
continued downwsard through mid-1949. ~ In the seeond half
of the vesr, however, there was & partial recovery, led by
television sets, but including refrigerators, other applionces:,
and—toward the end of the year—home furmnishings. De-
spite these upswings, purchazes of durables other then anto-
mg{;l;ilus declined from $15 billion to $14 billion from 1948 ta
1 . .

Expenditures for nondurables were $09 billion in 1949,
more than $3 billion below the 1048 total. Purchases of
most of these items declined throughous the year, Food
and elothing were the major factors in the degrenss, {ut-
Iays for other nondurable goods also diminished, but not, on
the whole, very substantially. The reduction in food ex-
peoditures reflected largely price movements, as appregate
volime was approximately maintaited. Howaver, retail
sales dota suggest an appreciable shili towards home con-
sumption, store sslas were scarcely ch d from
19438, while aales of eating and drinking places fell 7 percent—
nearly twice as much as consumer food prices. Expendi-
tures for apparal were reduced & percent from 1948 to 1949,
with price and volume factors contributing fairly equally to
tha desline.

Consnmer expenditures for servicss ross from %53 billion
in 1945 to 556 billion in 1948, continuing the steady advanca
of earlier postwar years, Housing, including the imputed
rental value of owner-oeeupied homes, wos the bipgest singla
element in the 1949 inerease,

Weakening of domestic investment

Both fixed capital formation and business inventorav in-
vestment declined last year, the former moderately and the
latter by snbstentiel proportions. The contrast between
them is shown in chuxt 3, where the solid line mdicates total
gross private domestic investment, the dotted line fixed
investroent, and the shaded sren between them the change in
business inventories. The striking feature of the chart is
the Tapid shift from inventery aceumulation at the rate of
%% billion annuslly ic the quarier of 1948 to liquidation
in the second and aubsequent quarters of 1945,

Fixed investment doun moderately

Private fixed inTestment amounted to 337 billion in 1044,
a reduction of $13)% billion #rom the previous year. There
waz A marked sontrest in movement betwoen recidential
mns;rucﬁnn and invesbment in bosinezs plant and eqguip-
ment,

Residential building which, on 2 ssasonally adjustad basis,
declined substaniinlly from the third quarter of 1948 into the
second quarter of 1949, pickad up thereafter and was an ex-
panstonary force in the sconomy during the Intter half of the
yoazr. Improved oppertunities for financing aod some sne-
cess of the building m&mh?' in tapping wnzatizfied demands
for less ex}aanswe_ es of housing appesr to have been
significant factors in upbury, elthough it is not clear that
they vide & full explnmation. rapidly expanding
SECON mortgage market provided by the Government .
through the Federal Natinnal Morigage Association un-
u;[uubta_:iltliy& eontributed to the easing of financing op-

it -

Downwurd tendencies in most types of plant and equip-
ment expenditures were svident throughout 1949, reflacting
the ual completion of w&.r-daferr;q eIpAnZion I
and probebly also the effects of lower sales and profits ex-
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ectations. Industrial building eccounted for most of the

ecline in £ eXpANSLOT- mmercial construction salso
fall off during the first 3 quarters, but firmed towsrd the

eor end. An exception to the general rend was furnished
{3 ublic ntility construction, which advanced well beyond
1048 Jgwels hefore taperinﬁoff in the fourth quarter.

Business purchases of dureble equipment decreased from
$21 billion in 1048 to $20 billion lest yesr, Indusirial ma-
chinery constitutad the biggest element of this decline,
which was concentrated in manufscturing. Raiiroad in-
vestment in rolling stock and other equipment hald up well
fgr the year, elthovgh it diminished during the Jatter half.
Other transportation industries purchssed conzderably less
equipment than in 1948 Agricultuwal machinery, while
bought in larger dollar emounts last year than in 1948, was
in reduced demend during the past several guarters.

Redueed inventory demand

Lanst. year'z Inventory liquidation of $2.3 billion was in
marked conirast to the accumuylation of $8.5 billion in 1848,
By the end of 1945 inventoriea had been rabuilt. after the war
deplation to a volume about in line with high post-war salas,
abd business demend for this purpose dropped.

Chart §.—Gross Private Domestls Inveatment
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A ghift from a situation in which part of current production
was being uged to build ap inventories to a situation in which
part of current demand was satisfied by depletion of them
sccurred rather rapidly, reflecting more cautious buying
policies adopted by business generally io the face of uncer-
fainties aboub prices and sales. )

Widespread cut-backs of new orders began in the Fall of
18 exd comdinued on an accelerated scale until Febrvary
of last year, With the
ness eommitments, production was lowerad in response to
smaller orders. As has been pointed out sardier, current
demand other than for mvemtory purposes was relatively
well mapinteined, and as a consequence the
tien which went into in?entnr‘g accumulation was greatly
reduced in the first quarter of 1949, In the second quarter,
a8 modernie inventory liquidation oceurred as production
‘was cut below the prevaﬁing rate of total final purchases,

time lag involved in sltering busi--

Ppart of produe-
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- Maintenance of & high level of final purchases led to an
inerease in business ing to a volume in lina with
this sustained final tfem,and is was evidencad by the
sharp pick-up of manufacturers’ new nrders in August and
September. Deepite this finwing, produstion in of the
last 2 quarters remained lower than consolidated business
sales, 'This reflected the normal lag in adjusting preduction
to demand, as well as special factors interrupting ustion,
such 8s the steel stnﬁe’ ., Thus, the drawing down of in-
ventories continued, but ne fuctuations in net inventory
purchsses compa.mbia to those of the first half of the year -

ooE .

Liquidation of nonfarm mvantories for 1049 as a whele
oscwrTed mainly in menufaciorers’ stocks, Retailers and
wholesalers reduced their inventories during the frst half
of 1949, In the sscond half, a further modarats liquidation
of reinil holdings occurred, while wholesalers more than
restored their stocks. At the end of the year, trade inven-
tories combined were only al.i%tly lower in physical voluma
{ﬂuugh much lower in book value) then at the close of
1

The farm invan ch whs minuve $% billion last
year, as compared with pius ¥1% billion in 1948, The shift
in farm h.nldi)ngs reflected az in ical voluma of
erop marketings, coupled with somewhat lower crop pro-
duction. Lirestock inventories showed a slight increase.
Lt should be noted that increased price-support acquisitions
by the Federal Government, which are inclnded in farm
marketings, were respensible for paré of the difference in
farm inventory movements in thes last 2 ysars. Total
crop caIryovers, inclusive of Government holdings, increased
further in 1949, altbough not so sharply-as in 1948,

Foreign Demand and the Role of Government

Last year's decling in private domestic parchases of the
Nation’a output was Im-giir’vj offzet by expanded purchases of
the Government seotor,” The Federal and State and local
overnients nbsorbed goods and services valued at 343
ion in 1949, as compered with §37 billion the previous
vear. Net foreign investtnent, the rempining component
of the gross nationsl produect, declined from $2 billion to

approximately zero.

. E&rge-ﬂn:ﬂ.le financing by the Federal Government of for-
¢ign purchases of American output daprives the conventionnl
distinetion between “Government purchases” and “net
foreign investment™ of some of 1= sipnificance, and makes it
desirabla during the postwsr yeers io consider these com-
ponsenis of te demand jointly. For exm“pla, A
shift from Yoans tg prants in financing forefgn aid will cause
ah inersase in Government purchases and an offsetting
decline in net for investment, becazuze forergn grants
are included in the former category, whereas loan-financed
axports are reflected in net foreign mvestment. While such
a shift would not be withoul significance, it would not
necesearily reflact chanpes either in the Aow of goods and
gervices or in the basic sources of sffective demapnd, and
would be misleading if these are the focus of interesl, Shifts
of this bype wers not subsiantial Jrom 1948 to 1949, but
they wers in earlier postwar yonrs, snd sllowanecs should
therefors be made for them.

Thie is done io chart 4, which breaks down the sum of the
conventionsl classifientions of Federal g_aurchnsaa and nat
foreign investment (top panel) to show, first, the net inter-
national fow of go apd services—irrespective of the
source of financing—as distinet from Government purchases
for domestic Eurpm (middle panel); and, se , the net.
internationsl dow of poods and services, exelueive of Foreign
aid as distinet from Federal purcheses incluzive of all for-
eign wid, loans aa well as grants (bottom panel}. The lasi
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panel is the closest statistical approximation to a break-down
reflec the basic sources of effective demand, and hence
is best adapted for snalysing the fiscal iinpact of the Federal
Government. S

Drop in commercial exports

- Tt iz clesr from this pans! that commercislly Gooneed
‘foreign demand, alrendy fax down from earlier postwar
ears by 1048 slackened farther lest year, especielly in the
ster half. The exceptionsl volume of exporta character-
istic of our postwazr foreign trade reflected primarily the
enortnous neads of war-davaststed ecomomies abrozd, and

Chart 4.—~Bresk-downs of Federal Government Pur-
rhacez of Goods and Services, and Net Foreigm
Investment
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was supported not only by large-scale assisiance from the
U. 5. Government, but by a very heavy drawing-down of
gold and dollar regerves. By 1040, these reserves had ap-
proached low levels, and & further shri in the second

quarter woe followed by npearly world-wide devaiuation of * p

enrrencies-in the Fall. As a reflection of these criticel de-
velopments sbroad, there was & large reduction of American
exports after midyear, with some restoration of foreign
countries’ gold and dollar rezerves by the yesr end.

Febrpary 1650

Expansion of Government purchases

The dotted line in the lowest panel of chari 4 reflects
Federal Government purchases, inclusive of all foreign aid.
It will ba seen that an expansion 'he.i:;naa,ﬂyinlm,and
that purchases inoreased through the first half of 1949,
tapering off thersafter. A few major me were pri-

marily responsible for this large growth. Chief among them

wera militery procurement, foreign sid, and agricniiural
Price pupport activities, - .

fM'h;; i expenditures rose rapidly from the third quarter
oI 1048

ugh mid-1949, siter which ﬂmﬁ' were stabilized
by economy measures in the National M Establish-
ment. Foreign aid, relatively low in the seco uarter of
1948 after | ustion: of the British loan, axpan ?ila:fgjn
with initiation of the European Recovery Frogram, ng
a pesk in the second quarter of last year. Farm price
gupport nul.l.ais for the calendar yeer -exceeded those for
1943, although on a seasonally adjusted annual rate basis
they did not riee beyond the previous fourth guerter.
Theve was elsc o moderate expansion of public w and
pay rolls, with incresses in both civilinn and military. pay
retes confributing to the latter.

State mod local government expenditures advanced
throughont the vear, so that fotal purchases in 1849 were
2 hillion above 1948, Prineipal n-:rm?onenta of this growth
were incressed compensation of employees and & growing
volumg of school, highway, and othar new sonstruetion.

Changes in Jiscal position of government

The influence of government sxpenditures and receipts
upon. the economy in the past 2 years was not confined to
tl!: nsin force of inereased purchinses. Other
expendituree, such as transfer payments, as well as chenges
in povernment receipts, provided significant support to
private components of te desnand through their
effectz= upon individuzl and corporzte incomes. A eom-
prehonsive summery of all these transactions is provided by
the course of the government surplus or defieit.

Federal, State, gnd. local povernmments toyether, after
showing a combined surplus {as measured in the content of
the national income necounta) of $8% billion in 1948, incwrad
u defieit of §3 billion last year. Federal Government com-
ponents of this shaft are iliustrated, in broad outline, in
chart 5. The State snd local eontribution, not .shown in
the chyrt, wns of lesser magnitude, but 1einforced the
Fadern]l movement during the past 2-years.

Some of the chanpes summarized n the shift from surplus
to deficié were such as to provide mdalpigidant'stin;ulus to
tha private economy, while others wers ad explicitly to a
falling-off of business activity. Oply the former type can
fully offsst downward trends in the private sector. The
lattar ray have a cushioming affest, but can occur only to
the extent that the declines with which they are nssociated
materialize.. : :

For example, perzonsl incomes were au%purted in 1949 by
a §1 billion rise in transfer payments. This rise, however,
consisted mainly of unemployment insurance benefits and
was predicatad entirely upon the sctusl growth in unemploy-
ment. It eased the impect of the latter upon personal in-
comes, but could not entirely replace the ensuing losa of
wages, Similarly, he foll of 32 billion in yorate profits
tax aceniale was in.response to & decline of boolr profite.

On the other hand, o redustion of $2.8 billion in Federal
ersonal toxes stemmed mainly from year-end settlement of
individual income tax lisbibities nt rates lower than those
applicable in 1948, and tended to bolster disposable personal
ingome indepandenily of influences from other sourges.  With
the exception of price-support operativns achivated by falling
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Chart 5.=—Federal Government Receipts and
 Expenditures '
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farm prices, that part of the fisenl shift. embodiead in expand-

ing puschases of goods sqd services also contributed directly

te private incomes of existing trends in the latter.
'National Income by Industries '

Despite the relative stabﬂitg of the national income from
1948 to 1949, there were significant shifts in ite distribution
by industrinl origin. As shownin table 1, there were sizable
deslines in ineome originafing in a.gnmifitura mining:
mnnnfasturing. Marked increases, on the_nﬁhar ha,m:i, -
curred in government and in communications and public
utilitios. Comparatively minor cbanges wers recorded for
the other industrial divisions. :

Table LaNational Income by Iltglsdgo:r Induostrial Divisions, 1944 and
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- Sharp drop in agriculturul income

The largest dacrense, both relative and abssluts, was in
feulturs, where income originating dropped from $22.5
Eﬁl}nn to $17.9 billion. Farm production in 1949 was down
by about $ percent from 1948, bat by far the most important
factor in the dacline of agricultursl income was the drop of 18
percent in farm prices, drop was mitigated by large-
seale price-support ouilays of the Federal Government..
The decline 1 prices received by farmers eppesred (o stem
from meterialization of & second consecutive year of

rimar
e-rolume production, ns 1949 ouiput, while below 1945,
remained high ir comparisen with all prier years. The

supplios thus mads avadable, when added to sizable carry-
overz of inventories from 1948, were sufficient to exert a
downward pressure on prices. Some- diminution in the
intensity of consumer demand may slzo have besn present, az
was % prospectiva weslcening of export demand. In fack,
agricultural exports i for the year bz &
whole In the zecond half thay were far below the exceptionnl
amounts senf abroad in the first. ) .
The proportion of national income accruing from agri-
mglef;m ™ 1949 was ﬂuhgtaptia]flj' lower 1;5:-:-.1:!n:l u; %e mﬁ%&
a mﬂaduéﬁ years of high farm prices, but it com
fa;vornpbl:,r with that prevalling in the prewar peried. It
should he noted in thie connestion that depreciation chrged
in the calculation of income origineting is on a ewurent-
replacement cost basis for agriculture, but on an sriginal-cost
baszia for other industries. The application of either pro-
cadure, on & consistent hasis, 4o mdustries weuld raise
apprectably ienlturs's shere of the national meemz in
recent ¥ears, when owing to rismg c{xriceq thers was a widenoing
gap between replacernent cost and original cost.

Decline in manufucturing

Among the nonagriculturel industries, the largest abaolute
oecurred in manuvfacturing, whieh necounts for
roughly 30 percent of the national income. Income originat-
ing in this industey fell by nearly $4 billion, or 6 percant.
This refleeted primarily direct effects of the 1949 in-
ventory recession upen m@uuﬁm:iﬁ This industry is in a
partienlarly semsitive position wi ast to  business
mvan licies, betause it produces the bulk of inventory
ods held in the economy. Both reduction of output snd
Elww prices contribuied to the adverse movement of income
originating in manufzeturing, although the former was
considerably the more bm t factor.
Apart fromn manufasturing, the only mn&'lor nenagricultural

" indusiries in which meome originating declined in 1949 were

the dosely allied mining snd {ranspoerbation upz. The
disproportionate duelinlgsm the former iz tr&ceaﬁg mardy to
coal mining, where output was curtailed by s prolonged 3-day
workweek and sevarsl work sto es. In fransportation,
the decreace was aceounted for Ey the railroads. Loss of
incoms normally earned in hauling ecoal was o significant
special fastar, :

Favorable showing of other industries

The mamtenance or incrense of income ortgin,atiﬁ m other
ponagrieultural industries in 1049 wae a broad refection of
the continued strength of final demond for the Nation's cut-

t. In trade, services, contract comstruction, and ce,
insurgnce and real estats, 1949 incomes matched or slightly

exceeded those of the preceding year. In government and in
communications nnd public otilities, relatively 8 in-
creases, about 11 percent, were recorded. Both the Federal

and the 3tate and local governments coptributed to the rise
of income nrigina.hingloin governmsnt, which is measured b
eompenzation of employees. Continned sirong and axpa.ni
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ing demand for their services underlay the advanca in the
commutieations and public utility industries. Despite thss
: jmprovement, the shars of national income earned in these
industries in 1949 was smaller than in prewar years,

Disteibutive Shares of National Income-

The changes in the distributive shares of natiopal incorne
from 1948 to 1949 were almost entirely ihe byproduost of n-

dustrial developments, rather than of ind:{mdanh Wovs-

ments among the distributive shares ss su

Employee compensation stable

Total compensation of employees, which apeounts for
nearly trwo-hﬁr.rda' ; gfg %ﬂlg:?nﬂg income, was ]L'J;rtwually
uachanged from R sompogition, ever
was altered considerably, and & moderats dovnward trend

. was apparent in the fizst half of last year.

Private wages and salarics were shout $1% billion lower
1 e ent and, h 1 ﬁ e from “dslighﬂyr:ﬁlm
employment In laseer [ & er

_a.ml:*a.g?am workw. Rnughly%ths oi the total re-
duckion in mex-hours, bowever, was offset by moderate, but

- fairly general, merenses in avernge hourly ratea of pay.

The drop in private wages and salaries in 1949 was matari-
" ally greater from the high rates of Inte 1048 than on an annual
e Bowevar, 31, contosd Jaredy to momuiecturiog Doy
€8x, avar, O man pay
folls, As early as May, slight monthly sdvenoss bogaa to
show up in nondurable-goods industries, although the fallin
trend for manufacturing as a whole continued at = raﬂuﬁeg
:éute {;]:urnu fﬁdsummar. By A ﬂlst;}d, tha;d d;lmgaae ﬂt::
urable-gon tory pay Tolls was nring
remsinder of the year stability prevailed, ezcept for the
ety oo e vages and salariss of ¢
increases i wages of gpovernmen
employees during 1949 sufficed to counterhalance most of the
decline in the private sseior. These movements, however,
were not large enough o obzeure the predominance of factory
pay rolls in the quarterly pattern of total wages snd aalnries.

Nonfarm proprietors’ income well maintained

The proprietors” and rental income share embraces groups
whosa 1949 experience diverged widely. Pusiness and
professional earnings and rental income of persons were
generally well maintained. Because of the preponderance
of the corporate form of organisation in manufacturing, the

year's developments in that ind had litle divect impact
upon total proprietors’ income, ctory proprietors sus-
tained a rel ight be ex-

ativaly lsrgs loss of earnings, as
pected, but tﬁsﬁ not figure hegvily in the to
Neerly all of the decline in total Fnopriamm' sud rental
ingome in the income of farm proprietors. The
substantial redustion in farm propristors’ net incomae—irom
$18.4 hillion to $14.1 billion—was the principsl change in the
digtributive shares of national income from 1948 o 1949,
Mot income of farmers declined steadily thro ut the
quarters of 1949. The accwrocy of the general downward

BN —2
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movement, which was a byproduet largely of prices,
it not in doubt; but precision should not li-; attached to the
CEASE qua.rt-m'l‘y changes. Becausze of the discontinvous
character of farm “production, seascnal adjustments are
diffienlt in thﬁﬂm, n.ntg‘]i:j apoainl lert
less-than-saunusl basis.

Change in corporate profits share slighs

. Information on eorporate profils in 1649 is at t con-
fired to publiched m;:lpnrt.s :Inl?rtgg first 3 armr&m FEAr,
as remm in last mor;th’s iseue of the tgnt;rr However,
o fairly uate basis for comperison wi & previons year
is provided the estimsies for the first 3 quarters in com-
bination with sn arbitrery sssamption abont the fourth, g9
deseribed in footnote 3 to tabls 2. It is believed that totals
yielded by this assumpiion will be near enough to the final
estimates for most general purposes. .

The corporate profite component of nationsl income—
“corporate profits aod inventory valuation adjustment”—
wea an estimadfed $31.4 billion 1 1949, 82 compared with
$32.6 billion in the preceding ¥ear. The declina in this
measure of corporate eamings was very much less than that
shown by “corporate profits before tax”. The sizable drop
.Eﬂa th:ad latter mmmjreh ihaﬁnpmﬂ;s bilion to $25.8 billio

cted very largely minant corporate practics
ing inventortes £o cost of eales in terms of prior-period
prices, rather then current replacement prices. _

In 1948, when prices were n=ing, the replacement cost of
inventoriea vead in uetion exceeded the reported *‘hook™
cost; and the opposite was true in 1949, when the course of
prices was dowaward. The “mventory waluation sadjvat-
ment"’—the difference between the book ccst and the eurrent
replacersent: cost of inventories used in production—is added
to reported profits befora tax in order to aliminate inventory
ﬂwnmi es pnd thue sseute a measure of esrnin

n current production appropriate for inclusiom in the
petional income.

The sharp difference between ft-ha two profit E-Eﬂi'l&?ﬂ ]ﬁ}mps
to omslrdﬂ.lﬁnspectow rate financi i
in 1949—the ateady flow of diﬁdanﬂiabumaments El thﬁ
face of the appzrent aubstantial decline in total profits. Not
only were corporata dpmﬁts including the valuation adjust-
ment well maintsined in 1949 on & before-tax basis, but. they
actually incressed on an after-tax basis, Tax liabilities
dealined by more than $2 billion becguse of tha substantisl
drop in book profits, on which th';iara besed.

Accordingly, after account is taken of reduced doller re-

ents for inventory replacemaent and for incoms taxes,
corporate profits aveilabie far iiﬂbributt.]iﬂn and reinvestiment
actuslly were higher in 1949 than in the previous year.
addition to these, other factors—such ns dammmhgd invest-
ment nosds in masy indusiries and the unusually low
pertion of dividend distribution throughout the war and in
the pogtwar periods, when capital outlays by business for

wn created extiaordinary demands for investment
funds—undoub contzibuted Lo the meinienance of
dividend disbursementsin 1949,

problems sre encountersad
income on &
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The Trend of Prices

PRICES. declined moderatelyin1049, in contrast with the
inflationary upswing .in. 1
through the taie summer of 1248, The reversal in movement:
reflentad the passing of widesprend bcorcities typical of the
earlier postwar period and the adjuséiment, in business invest-
ment and production which characterized the year, Though
the reduction in prices had im t repercussions upon

the economy—and especiaily upen -the purchasing policies
of businsss—if achisved po great momentum during the your
and, in faet, left some sectore of the price system entmely

unaffected. ~Overall, wholesale prices declined by less than
7. percent from the end of 1948 to the end of 1949,  Consumar
prices were down by 2 percent.

" In industrial markets the downtrend was halted in July
and waas followed by stability as business purchasing snd
industrial ugtion improved. Farm and food prices
yielded ground throughout the year, but st a gradually
retarded rate. Among consumers’ prices, moderately ris
rents and services nearly offset reductions for most commaod-
ities. .

Limiting the price declines through the year were the

ness in demand of final consumers, the heary su

for -farm, lélmdu{:ts provided by the Government, and the
stability of importent elements in tha cost structure of the
muajority of industris! gocds. Labor coats were butiressed
by higher wega rates and larger confributions to pemsion
and welfare funds which served {0 counteract savings accrued
from improved produvctivity and reduced overtime. Trans-
portation costs were higher and overhead coste of business,
including i'ent, were marked by little or no chonge,

The scattering of adjustments in the Nation's marketa—
Hlustrated by the wide varisty in the dates of price Fea.ks
actor

by type of commodity, shown in table 3—was another T
wﬁm have minimizad the amplitude of the dovwnswing.
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Changing structure of prices

Accompanying the todest decline in the genersl level of
prices, BY T, WAS £ DTNy alteration m their internsl
structure., Eseentially, this adjustment mirrored the re-
alipnment of market forces as the abnormal relations betwaen
demond &nﬂ_sugply cheracieristic of the postwar period
were replaced by more belaneed conditions. Typically
sensitiva prices, which had inereased sharply because of
gtrong tionary pressvres in eaclier years, moved closer
to the general level m 1040, Foremost thess, as
depie m chari 6, were farm prices which advanced
rore than sny other major group throughout the war period—
and also in the postwar yaars under the impaius of the
world food crisis.

Chart 6.—Wholesale Prices
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Other highly sensitive prices which had advenced most
during the nflationary rise such 43 nonferrons metsls, serap
sbeel, wood pulp, hides, fais and oils and petrelenm products,
likewise decfmed' materially. Many of these raw and eeni-
manuwfactured material prees ramained hjc'lgh-—and latar in,
the year some regained part of the ground they had lost—
but 1n general these movemonts tended to restors relation-
ships among prieas more in line with those prevailing in
Prawar years,

Limited reductions in industrial markets

The dowatrend in industrial prices waa not only shortlived
—endinﬁlin July, as noted above—but it afected less than
half of all indnstria! prices. This ie shown in table ¢ which
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resenis & distribution of'chan;ges for 777 prices incloded in
: Ehe Burean of Labor Statistics’ wholeenle price index. =~
To August 1949, 53 percent of all commodities, excluding

{ farm products and Joods, were unchanged from, or were
: getually hisher than, the quotations- pre in August
! 1948 when the over-all indax was af its peak., At the same

time, an additions]l 4 percent of these commadities were
. lesa than 2 t below the August 1948 prices. On the
. AVECAfE, mdptm prices were down during this period by
. somewhat more than 5 percent, and remained goperally
" gtable from this point to the end of the year,

TFable 4 —Distribotiom of Pereent % in Whnlmlc Prices
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Included among the stable or rising group of prices were

- gueh important sommoditiea as steal, sutomobiles, tractors

. ond other farm machinery, heavy chemicals and eonstruetion
t materinls such aa brick, tile, and plumbing and heati
i squipment. Together, the pommaodities in this group cha

. one or more of the following three characteristics: (1) demand

! was sustained at o high rate out the period of ad-

justment, ss in the case of wutomobiles, cemant and certain

r other types of building materials; {2) price increases from

. prowar through 1948 were appracia 1{' smallar then the

corTegponding rige in tha general prica lavel, a3 in the crse

of steel, many chemicals and mest utilicy rates; (3) prices

are typically sluepish and unlikely to change material
. excap{Pundé t.h:;n‘ﬁllﬁuanue of n revyisinn in ng: demand tl:-i
cost situation which is both large and enduring, as in the
+ cage of farm machinery.
© Competition increasing
. . Lt should be noted, however, that stable price quotations
; in 1949 were - some cases coupled with mming of exirs
. tharges, increnses in dicounts or improvements in quality,
. all of which reiected the growing pressure of competitign and
; resulted in some reduction in actunl net costs to purchasers.
i There was in addition, partic Among consnmer goods
jsuch as washing machines, some lines of men's appearel,
i telovigion sets and vasuum cleaners, a more abundant
"+ supply of medinm and low-end iteme which in 1948 ware
: prodused in only limited volume if at all.

i Farm prices weaken

3 ' For farm products and foods, the average decline as woll us
1 the proporiion of reductions was substontizlly greater than

i
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for industrial commoditizs. As indicatsd in table 4, 63

ercent, of all such commodities were more than 2 percent
ower n Atprust 1949 then in Avugust 1948, and i 40 percant
of all cazes the reductions amounted to more then 10-per-
eent. ‘The weighted average of farm and food prices de-
clined 15 percent in this pericd and in sontrast o the in-
dustrial seprnent, the downward trend persisted, though at
a diminished rnte, in the last 4 months of the year

Chart 7.—Consumers’ Prices
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Whila these declines represen

ted s vonsiderable adjust-
ment from the extraordinaty supply-demnnd conditions pre-
vailing in the earlier postwar period, even at the end of 1949
fnrm and food prices were high in relation to those for other
coInrnodities when com with the prewar situstion in
either 1939 or 1926, as shown below: -
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Chart $.==Hetail Prices of Foods Derived From Domestic
Farm Products: Actual and Calculated

INDEX, 1936 - 30100
2580

Lt 11 ailry el q1cvytrqql

F) L]
Mo 24 PR 2B 3D 32 34 36 W 40 4z 44 43 a8

£ & DLEARTMINT OFf COMWERSE, SFFICE dF AUTINIZS EOONoNIES W)

lﬂﬂnuhted&nmahnearlunn%umsmmﬂw of the L ol yatadl feod
oo the garithme of priee received by farmers for the ¢auEvalek owl gpreaanLi e of Feedl B
zold me L, ndjusted bor tha dap In ratall prina, for kBe Joars 1 .

Houyors: Besr deta, U, 8. De
Actusl sod

ek ol A i or Ageicadioral Ecpnamica:
mmr U.E.Igpﬂtmtul%mmOMntm
=}

Small reduction in living costs

In the egate, living costs were influenced on’l.!ﬁ madest]
by the 1940 adjustment in wholesale prices. The over-
reduction was 2 ent, though some further saving to con-
sumers resulted uality improvements snd the greater
availability of low-and items noted above. :
upward slowly over the year, as controls were Telaxed in
many srezs of the Nation. Persistently strong demsnd
maintained prices of almost 9l services, of automobiles and
certain other durahles, snd of mest pharmacsuticals.
Bome slackening in demand was atod in the declines
of about 7 pereent in prices of apparel and housefurnishings,

In retadl pricez norm

Rents moved -

Febraary 1950

depicted n chert 7. Coniributing to these reductions
were lower material costs and slso the virtual elimination of
backlog demands for radios and such olactriesl aé}phmceﬂ
86 vecuum cleaners. Furnifure prices were alse depressed
by a lag in expenditures early in the year, but in thiz cass
there was & subsequent. firming aseosianted with the tise in
rasidential building.

Relationship between retail food and
Jarm food prices

Food costs were only moderately lower—by shout 4 per-
cent—in December 1949 as compared with December 1948,
When appraissd on the basis of historical performance,
however, this decline was approximately in Yne with the 15

ab redustion in Bﬁrices of food at the farm. Chonges

y follow farm priees only after & lag,

und the smplitude of variation is usually smaller because
of the sluggishness of distribution and processing costs.

The closeness of the relatiopship between retail and farm
prices of food—and the consistency of behavior in this re-

t during 1040—is illustrated in chert 8. Tha ealoniated
line depicts the cost of food to consumers ae derived from the
average relationship between comparsble retpil and farm
prices during the yesrs 1922 through 1841.  The near eoinoi-
dence of actual and calculated lines—excapt for the -war
years when price controls limited distributive n&—
snggestz the high degroe of consis with which thig
historical relationship has been followed. .

Devaluation has minor effects

Except for shertlived fluctuations in prices of infer-
nation traded raw matarials, in the shert period from
September through the end of the year, the domestic price
lovel was little stfected by the devaluaiion of foreign cur-
rencies by Great Britain and 29 other nations in September
and October. Domestic demend remained the dominant
factor de ining prices of most impertad commoedities,
consumed in large guantities in the United States, with the
major exception of coffee which rose on indications of crop

in Brazil, As described in the shapter on foreirn
wade, adjustments in international prices ara still in progress
and it is 0a yet too early to evaluate the impect of revisions
in exchange rales upen the competitive positions of the
nations affectad.

Industrial Production

THE sdjustment in business activi&y in 1940 was reflacted
moro divectly in che manufacturing and mining segment than
in other major aren of economic asctivity axcnapt. agri-
enlture. Total induetrial produetion, which reached a peak
Tate in the fourth quarter of 1948, was reduced significantly
through the early surmmer of 1949 and vecoversd partislly
thereafter. ] ] i
Existing data representing the course of totel industrial
production do not provide exact measwrss of nctual t:-.han&es in
output of all of the vorious industries. An snelysis of the
roduction data of the Board of Governors of the Federal
%.aaerﬂt Systam and of the dato on the value of manufac-
turers' ssies of the Office of Business Economics, adjusted to
. production basis and for price changes, indicates that for
the yesr 1849 ss a whola tha decline in total industrial pro-
duction was moderate, about 5 percent below the record
peacetime volume of 1348, . .
The eut-backs were faarly wid by industries and
were much sharper for the durable-gpods group than the

nondurables.  Automobilea provided & major e tion to
the trend, a3 consumers continued to purchase cars in quan-
tities limited during most of the year only by the induskey’s
capaciky to produce.

.Prhﬂ reduced industrial output which in many cases was
helow gales waa primarily doe to: (1) The more eautious pur-
chasing policy adopied business in geperal during the
year, 0 that whils part of the produciion in 1948 went for
additions to inventories, this was nok the ease in 1949, and
{2) a reduction in demand {or preducers’ durable goods in
line with the reduction of business capitsl outlays. Manu-
facturers’ dollar sales—part of which were made from in-
ventory in 1949 in contrast b0 1948 when all were madse from
curraht £mduetipnmwenq only € percent below 1948 and
about balf of this reduetion was due to lower prices. The
partial recovery in production which occurred o the last §
months of the year reflected the maintenance at a high
level of final demand.

In contrast to previous postwar years there wera no pro-
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nounced rew materizl shortages, and no problem of filling
distributive pipe lines. Drﬂ;gaf automokbiles did produeiion

hlems stiﬁm vetard the stisirment of pesk omtpug, and
in this case the velume of production exceeded the previeus
high of 1929,

Greatest declines in durable goods

The sharpest decline in manufacturing activity durin
1949 was in the heavy-goods industries, which were affecte
by both the inventory adjustment and the slackening in
demand for producers’ dnrable goods. )

The affect of fhe declinie in business owtlays for cepiial

uipment was evident in the production trends of almost
ﬁ prodncers’ durables, including espacially machine tools,
mout types of industrial machinery, transportaiion equip-

ment, mining and oil-weil equig;uent, and iniegra]l and
fractional horsepowsr motors, er the year, declines in
the value of menufacturers’ shipments for thess commodi-
tizs ranged from 14 to well gver 25 percent. Notable ex-
_ ceptions to the general downward trend were heavy electrical
¢ aquipment, reflacting the continred expansion in investment
eleetric utilities, and heavy construction machinery
: which mirrored the record volume of huilding activity.
' The magrnitude of the reduction in selected ents of

; the transportation equipment ndusiry is depicted n chars 8.
| Chart 9, =—Frodnction of Selected Durable and Nondurable Manuofactured Produoets !
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In the case of freight gars, the precipitous fell in monthly
shipments from the peak rate of 12,60¢ carz in March to
3,400 i December followed the sharp reduction in new
orders placed by railroads 4 tha year. While output
for the year a2 & whole remained hagh, backlogs were reduced,
from 107,000 units at the beginning of 1940 to 12,500 at the
end of Dacember, the lowest 1n the postwar period.

Al of the drop in tiuck producticn in 1949—from eround
14 million to 1.1 million—oeccurred in the middle-weight
and hesry duty clsssifications where volume in the two
preceding years was at an excaptionslly high rate. Lower
agTicul§ incomes ps well as diminshed backlogs wera
reflected in a substantial reduction in output of tractors for
farm use.

Steel reflects adjustment

The over-all reduction in sctivity in the durable-goods
induetries was reflected in the operation of the Nation's
stea]l mills in 1949. TFollowing a high first quarter in which
output totaled a record 24 million tons of =icol inget and.
eaztings, production moved sharply dewmward in line with.
the vior of the principal consuming industries, except:
antomobiles and econstruetion. At the low point in July
the weekly ingot rete was 61 pereent of rated capaeity
compared with over 100 percent of capecity earlier in the yeer.

]
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The subsequent recovery was interrupied by the werk
stoppage in October, but m December output was pushed
to an gverage of 05 percent of rated g&mmtg t¢ meet the
rising backlog of new orders acoumulated during the strike.
For the year as u whole, production of steel ingots and cast-
irgi% agoregated 77.9 on toms, sbout 12 pareent below
1 . .

Nondurable goods reflect steady demand

In the nondurable-goods ent production in 1949 was
considerably more stable. En cdlothing and food lnes,

demsnd wes well maintsined during the hgeu soToe
Frice reduetions from the 1848 lavals ‘l}ed io pustein
tha voluina of consumption. other lines producing Ainished

g-;:-n:]-:dlz, such 25 shoes and tobacco, cutput wae typically
=tabla.
Activity in mdustries producing semifinished commodi-
ties, howevar, rafle tha general adjustment of inventories
which retardad cutput ﬁpeeialliy during the first 7 months
of the year. Lines pmﬁwlﬁ affectad included iextile
fabrics and paper, which declined by nearly 25 percent aund
:!i: t, respectively, to the %1111111195 ]I}uwbﬁcﬂw]?;;
ess, 81 aant wWas A a1
output was a8 bigh as, or higirler than, in 1948, ﬁlpatmleum
oducts—shown in chart $—plentiful supplies of homa
E::at_-ing oils carried over from the previous year remained
8 Jdeprassing influence, and even with ths ipcrease in output
of refined products in the second half of the year the produc-
ticn rate at year end was stil] below that of & year ago.

Consumer goods output high

The record putput of passenger cars more than offset the
declines from 1948 peaks in most other consumer durahles.
Aidad, axcapt at the yaar mdéu? ade:iluate supplies of steel
for the fist time since the o @ war, the indusiry
rolled out over 5.1 million passenger cars in 1949, about 1.2
millicn more then in 1948 snd well over 500,000 above the

vious record number produced in 1929. The sharp
ﬁ:?:lim in assembliesin November and December, depicted in
the ehart, was due in lergbasmmsm to model change-overs as
well as 1o the effects of the work steppage in steel.

With backlog demands In most cazes materially redmced,
production declines of msjor electrical appliances, outside
the new ond gmmzﬁ televizion industry, ranged from ? to
nearly 35 percant below volumes of the pravions year. With
the exception of radios, however, output exceeded the 1941
rate by a considerable margin as shown in the table below:

Parciut Chasge io Prodweiion of Blecirbesl Applamesd

A pplnes

It is notable that the reduetion in output of refrigerators
was relatively medest and atiributable in the main to the
material shortage in the fnal quarter of the yoar following

the work stoppage in stee! mills, Of additional interest is
the pick-up in shipments of washing machines late in the
year—depictad in chart 2 stimulated by the introduetion
of lower priced models ag well as the completion of arecord

numbr of new dwelling units,
Smaller decline in manufacturers’ sales

"The tetal dollar value of manufacturers’ sales in 1949 was

$213 billion, § percent balow the pesk of $228 billion in

Y Febrgary 1850

1948, 22 shown in tabls 5. A part of the drop in sales
veflected lower prices and when adjusted for price changes the
dacline in sales was less than that in sutput,

t

Dollar salaz of the dursble- and nondurgble-poods indus- _

tries were lowered in the same proportion, with the sharper
physical output decline in durables roughly balanced by the
mora extensive price cuts for nondurabls goods. Movements
in sales of each ﬂmupbthmughuut the year were similur to
those of total sales, but in the soft-goods lines the posi-
ERmner pick-up was semewhat steonger.

Tabir 3.—Yaloe of Maoufactoyers® Sales
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Total salez of the non-durahbl
were $124 billion compared with $133 billion in 1948, AT
industries within the group, except beveroges, tobacco, and
i and publishing, reported » lower value of goods
sbipped than in the previous year. ]

in excess of 10 perceni—occurred in textile, apparel, and
leather.

Dursb
1948 sales approached 20 percent for motor vehicles and 10
percent for other transportation eri:ipmenﬁ——with airersft
showing the major increase in the lntter group.
groupa declined.

Order backlogs decline in 1949

Al other

nds industries in 1049

le-goods- sales totaled $3¢ billion, Increases over |

Orders placed for manufactured goods, whers orfdare are |

oot measured by saies, were than sales in 1949—the
Teblo §~eRation of Manulacturcm® New Crders to Sales
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ting & reduction in the backlog of ordera on
., In 1948, new orders hed been
but late I that yesr inc

| busimess b to decline raere rapidly than aales (see table
6). The disparity widened during first half of 1949,
After mid-vear the trend reversed and orders in the aggre-
gats were aguel to sales in the second half.

differance represen
hand nTtha end of tha
closely in line with

Amnong the duvahle-geods industries the itmprovement in
the order-sales relationahips during the second half of 1949
was sizable. For each of the industries in this group, excapt

in the <ases of general machinery and railroad aqmpment,

. agles,
_backlogs on the average were reduced by cne-fourth during

" tance of unfilled orders is gypieaily of much less signifi
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new orders in the second half of 1949 were-sbont in line with
Howavar, ps a result of the unfaversble firet half

1949 and unfilled orders of durables amounted to 2% months
of sules at the end of the year es compared with 3 months
in Decermber 1948, The ratio of ed orders to sales

. remained somewhsat higher than it was prior to the wer

In the nondurabla-goods industries, the relative impor-

cRnoE
and fAtetuetions in the volume of zales followad movaments
in new orders elosely throughout the yesr.

Agricultural Production and Income

FarM production in 1440 was again noaT the peak rate
attgined in the preceding year, but farm income mo

downward prim as & resuly of the efect upon prices of
acoumulating supplies and some declive in foreipn demand.
Agrievltural prices, which had been consisiently above paniy

with nonagricultural prices singe 1942, averaged 100 percent
of parity }or the yoar 1040 and were 5 percant helow parity
in Decémber on the revised basis for caleulation recently
adopied by the Depariment of Agrisulture. - .

ew fntm legielation during the year provided er
support prices for *‘basic” commodities in 1950 than those
pravioualpyn:chsduled to go into effect and ahnorigad the eom-
putetion of parityin such & manner that many of the principal
“pon-hasic” commodities now have higher parity prices.

Although stocks of agricultvral commodities are not yet,
birdensome, production has been running in exeess of eon-
sumption since the world food crisis of 2 years ago. A sub-
stantip] proportion of this ontput has besn aequred by the
ﬁvampmnt as g means of supporting prices. As » park of

¢ price support program, production controls were an-
aouncad for all basie comamoditias by the year end.

The year 1949 thus represented the last of a series of years
begi in 1942 in which production with the major
exception of tobacco was subst.antin.lﬁy: free of governmentsl
control measures. Farmars planted ihe largest crop screage
in 15 and ded livestocl production for the first
tima sinca the war. With somewhat less favorable weather
than in 1948, however, yields per acre snd total crop ﬁ
duction ware lower than in 1948, but both wers higher

in sy other fyeur. )
: At iy ew crops were of record size in 1040, ouiput of
mos

ipal empe including cotton, eorn, wheat,
oats, and so Ee@.ns was wall a.hure]:garugs. this gToup,
however, only cotton exceeded the harvest of & earlior.
A tatuéagf 16 miliion bales was ginned——the t crop
since 1 -

Shift in farm output
The composition of farm output in each of the pash 2 years
was very similar, but thizs pattern represenis sn important
shift from thaé prevailing in the late war and eardy postwar
period,  Expanded | produciion in 1948 and 1949 more
than offeet n reduction In livestock output from other recent
years, F R croia expension was in nonfoad
produsts—chiefly cotion and ieed grains—and some decline
gccmared in food crops. Thue, although totsl farm ountput
has been at & record rate, food production has heen moder-
stely lower in the past 2 years than in the preceding 2- to
4-year period and thiz has been reflested In s moderats
declina in food prices than in_agricultural prices as a whols,
. Neverthelese, the low point in food production was reached
in 1948 snd & gradual upswing in the sutput of meat, dairy
mélucts. angd poultry and e%s occwred io 1949, Both the
and pork output were a little hartlmshgﬁlngtnan
end the declining trend in ment eupplies which parsisted

girfg 1944, The Tise in uugnt of dairy prodncts end eggs,
however, was about absorhed by purchases for price support
by the Dommod;sy Credit Corpoeration as prices of these
products weakened during the year.

Net income lower

Although Kitle e occurred in the domestic demand for
a.gricultural dunts, income declined substantially in
1949 from the peak reached in 1948, As indicated in the
natiznal income and groduct section, disposable incomea was a
littls higher in 1849 than in 1948 and consumer ditnras
for food wera only a little lower. Foreign demand for United
States farm products was also less urgent ee supplies abroad
recoverad further from the low point reached at tha ond of
1947. Dwespite the curtailment iz shipment of farm products
in the latter half of the year, the value of farm exports for

Chark 10.—Income and Expenses of Farm Operators?.
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1940 was 83 great 8s in 1948 principsily because of expanded
shipments under the Economie Recovery program in the fivst

& monthe of the year. As indicated helow, perhaps the most

mnportant jofluence sontributing to the decline in faym in-
come was the continued accumnlation of agricultural com-
modities, principally in the bands of the government.
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Cash receipts from marketings, ot $27.5 billion were about
1% percent below the record established in the preceding
year. There was littls decline in production expenses, hows
aver, and net income of farm iators registered & decling
of nearly 25 percent (see chart 10). At wbout $14.1 billion,
farm proprietors’ ineomes were lower in relation to total
pational mcome during the war or in other postwar
years but remained comewhat higher than the average

: pro-
portion obiained during the years 1929-40, (O a per capita
Table 7—Index Nombers of Yolume of Prodvoction far Sale and

Home Consamption
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=
Comord iy proad 1) b1 HHE e 1047 1iME 10 8
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or a per family basis, the comparison is more favorable for
farmers durieg the recent period sinee farm population is
now about 10 percent lower than the 1929-40 average,
wheress nonfarm population is ahout 25 parcent higher.

Price decline throughout 1949

injng ferm incoms in 194% wes principally the result
of B contirmed weakening in faerm prices. gz the course
of the year, farm prices declined 12 percent, which is abowt
the same extent as that ocowrming during 1948 but the move-
ment during the 2 years followed different patterns. Al
though the Ejgllgst monthly average in 1948 was in Jenuary
and the lowest in December, on & quarterly average basis
prices roge both in the second and in the third quarter hefore
dropping sharply in the final months of the year. In 1929,
howaver, prices aver lowsar in ench succeeding gquarter,
Furthermoras, the d=efine was peperal. Of 10 maojor com-
modity groups, only fruit snd tobacco registered advances.
The rise in fruit prices reversed a 2-year decline which had
oceurred in 1947 and 1948 and wae the result of & sharp drep
in output of citrus frnit. The rise in tobacco represented a
mixed price situation in which declining prices prevailed for
some u?rthe. prineipal types of tobaceo.  Hor 2 years reduced
marketing quotas have curfailed tobacco output and a sub-
stantial portion of total production has been placed under
government loan in order to fupport prices, .

For the major livestock and productes groups, the price de-
oine reflacted rising produetion. Awmong the erops, in-
creased world supplies wers important factors in pries redue-
tions for eotton, grains, and cilsesds. )

The decline in farm prices and in farm income was mod-
ersted by the largest price-support expenditure made by the
Government io any ane calendar year. During the early
part of the vear, heavy expenditures were made to snpport
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the prices of crops grovm In 1048 but not merketed before
the turn of the yesr, whereas in the latter part of the year
extensive purchases and losus were made for the 1849 crops.
Mt-hough suggor_t. was extendsd to a number of commodities
in 1949 which did not require sither losns or purchases in
1943, sUpport itures on the current crop s the end of
1048 were running a littla less than a year earier primarily
muse of a reduction in the amovnt of cotton pluced vnder

Parity revised to include labor cost

The Agricuitural Act of 1948 provides for higher support
lavels for "bm:l;' comimadities in 1060 th'n.in thoze contaimed
in the previouely existing law and includes wagres peid to
hired farm laborers in the computation of parity with the
result that most *non-basic” commodities as well ss two
of the “besic” group now have higher parity prices.

Chart 11l.~Percemt Change in Parity Prices, Resumlting
From Revisions in the Method of Computation
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! Avernge waa waihied oo b bast of eesh mosiits irom furs markcetinga in, 1043
Beuibowy: Kimgiy diata, T, B. Dapariassgh of & griultyrs, Burcsn of Agrlecliural Bomamics,
In addition to the chunges in the formula for caleulating
the general parity level, individual parity prices were ad-
justed in accordance with price relationships existing during
the most recent 10-yenr period, instead of aintaining the
pattern axisting in the bass period, which ia 1910-1£ for most
commodities. Any inecrenses in pority which result from
ealenlation on this revised bosis will be fully effective in 1950,
bug sny decreases in parity prices of the prineipal basic com-
modities ere avoided by the use of an salternative caleula-
tion, as noted below, and decreases for other commodities
are limited to § percent.
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%4 For the basic commodities, support prices will be based
-4 upon the higher of {1} the old method of calculating parity
3 and {2) the new formuls. The revised parity coloulations
-1 of the Department of Agrieulturs show that the old formula
1 ja higher for 4 of the 6 bhasic commodities—wheat, corn,
i1 gotton, and peanuts. For the other two “basics”—rice and
! tobacco—the new formule provides higher parity prices.
i The new formule is slso to be used in computing perity
. prices for all the nonbesie commoditiss.
. The net effect of the revision in perity calevintions for
* 1950 is an increase of about & percent in average parity prices,
. waightad on the basie of eash receipts. As shown in chart 11,
i gpuhatantial incresses in parity oceur for livestock and most
. principal livestock products except e%_s. On the other hand,
" thers ® No in parity for the big crope—cotion, corn,
, and whe:.t- and the weighted aversge nse for all crops is only
. 1 percent.
' 1_contrest to the specific mandatory support levels pro-
" vided for basics, the nonbaesic commodities bave o range
. within whick support is provided, cither on 2 mandatory ox
4 permissive basis. Ihiry produets must be snpported at
from 75 to #0 percent of parity with the provision that the
1 support lovel shonld assurs an sdsquete supply. The othear
1 eommodities in this ‘‘desipnatad” group for which supports
1 are mandatory—wool, mohadr, tung nuts, honey, and pota-
toes—are to be suppovted at from B0 to B0 parcent of parity,
4 However, thera iz a ial provision that tha ;‘ﬂﬁ]]pﬂ-rt- price
{ of wool is to be estahli em a level that will enaourage
production at a rata of 360 million Eaunds of shorn wnool par
: year, which is about (wo-thirds higher than the curremi
! rate of output obtamed with & support level of wbout 46
i percent.

' Support levels not fixed

For the remaining nenbasic predusts, support is permis-
give rather than mandatory at not mova than 90 percent of
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arity. Pries support mey axcead 00 nt of parity for
En_',rm::a '-:sull;umlp%omduct.? however, I the sam.mg of
Agrigulture determines afier o public hen,tij:&\gh that such a
lovel iz necessary to prevent or slleviate s shortage of an
essentinl commedity or to stimulate production of & com-
modity in the interest of national securnity.

The Agriculiural Aet of 1949 also contaims a forward
pricing provision, direiting the Secra of Agrievlture to
snnounce the support price level for field crops in wdvance
of the planting season snd for other commodities before the
tha ziart of the merketing year or season. Althongh for-

price support levels announcad may later be increased,
they are not to be reduced, even the astual parity prices,
when determined, are lower than announceqd forward
prices.

The law also authorizez loans to cooparatives for the
srpction of storega Jacilities and places restrictionz on the
sale of commodities by the Commodity Credit Corporation,
but these resiriotions have impartant %ﬂ. vods in

er of deterioration may be (1} exchanged for com-
modities not; g?;dumd . the United Stntes, or (2) given
to public wal programs, including school kmches or to
private welfare orgapizations for distribution at home and
abrond. This provision for disposition of perishable com-
moditiee will ease the problem crentad by the rise in price-
support purchass of thess foods in recent monghs,

The year 1949 woas one of transition in American agri-
culivrs from the {former period in which attention had been
foeused upon expanding outpaut to fill world-wids demands to
a period in which emphasis has shifted to prics-snpport
operations and the atiendant production controls. This
shift was reflacted T the fam legislation during the vear
which revized the method of celevleting parity, extended
wartime prica supports with some chenges and dasignated
more spoecific eriteria to be used in curtailing production.

Construction Activity

A MAJOR element of strength in the econonyy in 1949 was
the rise in publie works and residential conetruction. As p
result of the substontial exparsion in public construction,
gided during the latter months of the Smr by the sharp
recovery in residontial housing, the total valre of all con-
struction put in plece reached a pew high of $190.3 ' billion
in 1049, ome- billion dollars over 1948. Additions]
expenditures by public authorities of more than $i_ billion
offzet a contraction in the private sector of approximoiecly
one-half billion dollaxe.

Housing, after & moderate decline during the first 4 months
of 1849, picked up in the Inte spring and reached & record
level in the fourth gquarter, The value of residential con-
struction for the year as » whole was slightly below 1948,
portly baceuse of the low volume of sterts m the closing
months of the earlier year. However, its u after
April was sufficient to bring teotal private construction close
to its postwar high in the fourth quarter of 1949, despite the
continved downdmift in private nonresidential construstion.

Average construction costs declined only B]ifhb}'{,m
1048 ts 1940, im that the increise in the physical
wolume of construction was slightly more than that indicated
hy the dcllar expenditures. The price average for sl
building materials declined about 3 percent in 1949, dus
chiefiy to noticeble declines in lumbmmlpnces The monthly
average of most of the remaining b terials prices
showed incrogses over 1943

1 'Tils difers feoim the mew canotroction tobal sbern i che peivats doderth Moot
oomponsnt of tha pross mdnnu.lﬂfmduut In theu the $12.3 Do included eapeaditucgs o
pa batarciudes ol well doiling patbvicy sod otber ibodos discussad o hoeSuly
I SURYEY Of CURRERT DUALNEXY, B, T,

At the year end, construction activity was substantially
above the yeur s 2 whole, on a sensonally adinsted bass,
and for some segments, particulstly residential construstion,
commitments for construction ed hizh activity for
some months to come. Private work, because of the contra-
sessonal inereases in residentisl building, was pro ing 4t
a relatively faster vate than public construction. %urmg the
last quarter most building ma prices, including lumber,
were elready above their low points for the year, reversing
the patiern of slow declines during earlier months.

Public construction up in 1949

Public expenditurss for mnsf.mc-tim_:l amovnted to about
$5.3 billion or 25 percent more than in 1948, The larpeat

© ingrease, dollar-wise, was reported in public nonresidential

building, Highwey expenditiuires wars still the largest item
of puklic mngtru:'t?iron expenditures althouvsh thﬂ&r{% percent
increase in 1949 was cohsiderably less than the relative
increaee in 1948 owvar 1947,

Public housing, 85 indicated in table 8, almost tripled in
1949, but comprized only about 3 percent of total housing
axpenditures, All of these expenditvrez were under non-

i ill continne to expand during

Federsl ams which w
1850 s mlbﬁc Housing Act of 1949 is implemented.
Private construction trends mixed

In the private zector, the patiern for 1949 wus rather
mixed but the over-all totsl declined. The industrial com-
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, Table &.—New Conatraction Activity, 14481891
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ponent continued the decline apparent in 1948, dropping
mors than i percent. . . )

Expenditures by the utilities continued to vise because the

and electric companpies, which had not yet complated
eir posturar ions, inereased their expenditures by
about onc-sixth over 1048 to $2.4 billion. Exzpenditures for
railrond comstruction inereased moderataly after the
big expansion recorded in 1948, whila felephone and tele-
graph compamies decrensad their expenditures about 20
ercant.
P Construction of stores, restaurants, and gurages showed
sorne inecrease in the last quarter after dechining from the
firat throuph the third quarier of the year. [t is no{ un-
likely that a strong demand for such service establishments
will contings as a result of the zecent trend of residential
construction and the new subdivisions which have heen
developed.

Wharashouse, office, and loft buildings also showed s slight
tmprovement in the last quarter after having declined
steadily during the fivst nine monthe of 1849, resulting in
the vearly toial shout O t below the total {or 1948,

The backlog of demand for institutional servicss resulted
in substantinlly hi titutional construction m 19490
compared with 1948, but with a diminizhed annval rote of

increase, Religious edifice construction showad the largest

relative inevapse in this category.
Residential construction up sharply at year end

The recovery in new residential construction astivity from
the low point recorded in April, afier allowing for seasonal
influences, was the most impressive developmaent in con-
struction activity durmf 1949, This rise beginning in the
spring was made possible by the large backlogs of the wur
period, but the activation of this demand in ita 1949 re-
& ve was nfluenced by: (1) some redvetion from the

in the unib coste of naw auseai] {2) egsier financing
05 Dy PI

?la]rms, and (3) dﬁminis}md expactati 5 by Tospective hrgom
at tronement o ES WO BATI m
o pric . acﬁnanﬁ sales

further rE‘l':‘if.»an reductions, a factor in the ] !
during the early part of the year, Total dwelling unite

" ished demand for houses with the hig
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placed under comstruction in 1049, estimated at over 1
million, ss indicated in chart 12, wers well over the number
started iz 1848 and also above the total for the previous
record Jeur, 1925, when 937,000 wers started.  Private
starts slone in 1949, sbout 984000, excesded the previous
record which included no publie activity,

However, 354600 publicly finaneed sterts in 1049 were
ahmost double the 1948 total and will continue to inerensa as
Pederal activity a.%;)machaa the statutory limit of 135,000
startz per year. eonditions warrant such setion, this
limit cowld- be increased to 203,000 units by Presidential
puthorization,

An imporcant from 1048 to 1440 in the pattern of
privately financed starts, indicated in chart 12, is the incresse
. the vumber of multi- and two-family units as well as the
proportion it Tepresents of the total, moving feom 16 pereant
in 1948 to 20 percent in 1949. This proportion, howevar,
is etill considarably short of the fgure in 1925 when approxi-
mately 40 percent were of this type.

Chart 12.~Permanent Noofarm leling Units Srartod,
by Type and Finavcing
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The rise in rental type housing from I948 to 1949 was
undoubtedly gided by the liberal use mada of Section 808 of
*Im:idt.la VI 3 the tbﬁ:hfﬂnal Housing Act by the construstion
indus uring act yeatr.

In Enuaat, the Eumhy-er of single-family units while in.
greasing over last yesr constituted & ler proportion of
the total. It is interesting to note thas while the number of
these units incrensed in 1948 over the 1947 total, the incrense
i thiai year ocowred in spite of rising cosks and the elaction
of a substapticl number of expensive units. The decline in
starta toward the end of 1948 pmbﬂahl{lraﬂecti'-d the dimin-

eosts and Graneial

difficultics then prevalent.
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This condition sppears to have been adjusted during 1948
with_a larger proporiion of smaller and less expensive units
developed by the industry. This, coupled with easier
financing made ble by contioued operations of the
Federal Natio Mortgage Association as & secondary
mortgape merket, facilitated by the recent liberalizntion
of the Act and additional authorization of funds aided in

. tapping a broadened hase of demand i lowar income
broack

e +
In addition to the specific epids achiaved by lepislation,
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the genaral policies of the Treasury and Board of (overnors
of the Federal Reserva Systemn have aided in retaining a low
rate of interest snd supply of available funds. Purther,
there nleo seamed to bé a greater flow of private funds into
the morteage market as the result of somewhat less nétractive
slternptive forms of investment. These factors in eombina-
tion appear to have created less restrictive policies by
mortgage companies both with respect to interest rates and
other terms of finaneing than prevailed during most of 19458,

Domestic Business Investment

.z";. DEROT of$10billion in. gross private domestic investment
wase the lnrgest change among the major components of the
national produect from 1948 b0 1949,  As poitted out in an
eatlier section, the principal pact of the reduction in %rr:ss
private domsestie mvestmend represemted a shiff I
aeenmstion of inven tones to disinvestment, and practically

" all of the remainder reflecied lower outlays by nonfarm

business for plant and equipment.

The portion of the declins in tofal output resuliing from
mventory chan was very cubstantial. However, it
shotuld not be overdacked that inventory liguidation in 1949
was , and that in the main it was the elimination of
the apprecicble sechmulation characterizing 1048 which

necounted for the de ing influenre of COTAPONEN
of investment. Pui sincs mveniories generally were not
o AT eﬂ,ﬂg in 1940, liquidetion was che by the
firm deroand for final products earlier dizcusszed.

Plant and Egquoipment Expenditares

. Monpagriculturs] business fixms spent $17.9 billion for new
plantm

eguipment duricg 1949, o decline of 7 nf from
the $19.2 billion in 1948"' The year 1949 marked the first
dewnward movement in annual capital acquisitions since the
end of the war {ses chart 120, owaver, cutlays for fived
amsats were higher than in any year prior to 1948 hotd in doliar
terms and pE icnl volume. Plant and equipment costs,
which had reaged their highest point early in 1949, declined

" somewhnt during the year and aversge prices for 1949 ap-

prozimated the 1248 level. )

It ig interesiing to vote that the investment programs re-
ported by business at the beginning of 1940 were, as 1 wholes,
carried out during the courss of the year. Antieipated out-

lays were only ity higher—about 1 parcent in toial-—
than actual expenditures for pew capital ties, :
Quarterly trends

Tha hi

high point of outiays for plant and eguipment was
renched i the second half of 19438, = After rough allowance for
zensonal fastors, total ontlays during the firet’ quarter of 1940

Tabla 9 —Year—to-Year Porcentige Change In New Plant ond

Equipment Expenditures
TR0
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Chart 13.~Bunsiness Fxpenditures for New Plant and
Equipment !
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slipped slightly below the previeus quarter. Thiring sub-
sequent quarterly periods this downward tendency was
somewhat acoelereted. The dealine in the mrestment rate
during 1949 and the consistent year-to-yesr gains which had
previously characterized copitel ontlays are shown in toble 8.
New investment during the cerly months of 1949 was
holstered 1:3!' the substantial increases made by railroads and
electria an, msus utilities. Dhring the remainder of the year
all major industries axeept alectyic and ges uiilities showed
year-to-yoar declines, Hven the increpses shown by the
utilities during the latter hplf of the yenr werc moderate when
compared to previous gains.
ﬁTﬂwmﬂrﬁaimﬁ: ;:ﬁlm Froulnys chanpad by bosinedt ta oorrend accogut.
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Industrial trends

Expenditures for naw plant snd equipment by the som-
bined manufaﬂt{mnﬁ‘ and mining industries were $7.9 billion
in 1949 ae compared with $0.1 billion in the preceding year
with both piant and equipment expenditures declining. I'he
plant ent, however, bore the brunt of the cut-back as
;bgldua ll‘.H guns truction activity fell approximatel v 20 percent

ow .
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Within manufaeturing, most of the major industries
eonsiderably raduced their rate of investment during 1049.
It is worthy of nota that from 104% to 1040 there was g fairly
close cortespondence hetween the chanpes in profits and
sales of the different industries and the changes in copital
imvestment, This waa also true in terms of size of firm with
bath profite and capital outlays dechining relatively more
amoqe the small firrns then emong large ones.

Table 19~Business Expenditvrey on New Flant aad Equipmment, 1945491
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The rubber, paper; spparel, and lamber produects industries
were nmony the mapufacturing groups showing the largost
percentage declines in plant and equipment Egendjmn'as, a8
Ea]l a:al in Elﬂ.? an&ﬁ'ﬁqﬁt?. dﬂw other Il:]tnti , onpital nut;

ez and profits in foo transportation equipmen

(egiuﬂing autos) were close 1o thar 1948 levels. 9& notable
exception: was the sutomobile indusicy where capital outlays
did not vise in spite of a sizeakls increase in operations. This
wes due both to the considerzbly smeller eapital ontlays
arising {rom the 1950 model chasyge-over than from the 1049
mod;f chanpe-over, and te o desling in gutlays for plant. In
addificn, capite]l expenditures as ¢ tod by this industry
gengrally do not melnde a substantinl amount of expenditures
om speciel tools which are charged to current secomnt and
which are closely related to the volume of output.
_ Singe the cerrespondence between investnent and operst-
E%mm?a some. indication that 1949 marks a retarn to & more
normal relotionship between mvestment and current opera-
tiong, reflacting the completion of 8 large part.of the mmediate

catwar expansion pregrams of business. However, analysis

nsed on the longﬂgmm growth in producers’ equipment
outlaye sugpeste t some upward pressure of wartime
deferred demand was still heing exerted in 1049.*

Plinté sod equipment expenditures '1{)]{ the petrolsum
industry dechined moderately in 1949. @ largest relative
reduckion was in uutlng& for reflining facilities—while invess-
ment in piE: lines ond oll and gas-well drilling was Litle
changed. the fransportation equipment group, invest-
ment was supsuried by a sharp increaszs m plant and
equipment ottleye by the sireraft industry. Dospite
reductions in over-all outlays by the electrieal machinevy
industry, expenditures for television production facilities
continued st a very high rete during 1949,

Capital utlays by raiivoads, which inerensed slightly from
1943 to 1949, reached s tu poini at the middle of the
year. During the second half of 1949, sxpenditures declined
abruptly and were u imately one-fifth lower than the
corresponding period aé 1048,

Investment 6f elestric and gas utilities reached & record

: ieed:tfjliuﬂﬂnmn}! If:;r h‘ndu:;_ﬂ' Punﬂ:k Equlpmul}t';wvtr J L1, E;m. |
el noudyata v it mont ends bosed oo L
of Capita] Budgois, witl seom n\r.n]lu..;:h. mes * o fnmnt suvvey

sTience was not 3o evidant in the earlisr postwar yenrs,

total of $3.2 billion in 1949, en advanee of 18 ent over
1948. Both electric and g=s utilities shared in this increass.
In the gas utility indusiry, the substantial postwar ountlays
wera due, in the main, to the expansion of pipe-line facilities
from the Texas fields, arvising out of the significant shift to
natuval gas consumption,
Examination of inveséraent plens by business for the first
3uarter of 1950 pives soma evidenca of y deceleration of the
ownward trend in the rate of investtnent.® This may be a -
reflaction of the wpiurn in business expectations whick
gecarrad in the latter months of the yvesr, However, the
yvear-end level was well below that of the ing year,

Inventorics

Tha bock value of inventories held by nonfarm business
reachad & postwar high early in 1948, and from then to the
and of the vear moved steadily downward, The value of
business inventories was reduced by $56.1 billion over the
year. Most of this deecline was due to price changes, but
physical volurme also was lower. .

he most important part of business inventories iz held
by marafacturing and trade firme, whose stoeks of zoode on
band bad a vear-end bool value of 853.5 billion (see table 11). -
Inventories of these compmnies were raduced by $£.7 billion
in 1949 under the effecis of declining replacement costs and
reductions in physical quantities of goods in stock. Lower

prices were the major factor in this decline. In addition,
fﬂ]lowiuﬁ the slowing of sales in the emly fall of 19483, inven-
bory policy twrned to physical liquidation rather than to
aecrnmulation. '
Table 11.—Book Yalue of WA';N“MIM’ End of Pericd, 108
and
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Inventory movemants during 1949 showed differences in

timing and magnitude in the various sactors. Retailers and
wholesalers were the first to adjuet their inventories to the
- ghift in business in the fall of 1948, For these proups, inven-
.. to&_ book values reached their peak late in 1948, snd then

d d through the first half of 1949. During the first 8
months of tha year lower prices acsonntad for all of the drop,
and there was practically no change in volume of inven-
tories. In the second quarter, igquidation became impertant.

Book values of inventories reverzed their frend in
mid-summer and rose in the third quarter. In the last 3
menthe of the year wholeselers’ inventories ad rala-
tively little while those of retailers declined, mainly bacgirza
of raductions in the stocks of automobile dealers.

Retailers’ stocks at the and of the year were $12.3 billion,
shout $1 billion below & year ago. Wholesals inventories
werg down §$400 millicn over the year to §9.2 billion.

Major decline in manufocturing

The book value of manufaciurers' inventories reached its
i gust-—war hlg]tonom the middla of the first quarter of 1940,

andtar k valuas moved down throuph most of the
year. ‘Tha period of the most sizable decline was the third
guarter, when liquidation was heaviest. In the finnl months
of the year de wera gmall ag inerenses in Inventories
of the nondurable goods industries almost offset the continuad
doclines In the durable goode . The reduction over
the vear totaled 332 lallion, and ught yenr-end hook
values to $31.0 billion.

From table 12, it is apparent that the in mann-
facturing invantories were dominated by the movements of
durable-goods inventories. Here the decline in hook values
over tha amounted tn $24 hillion, co with &
drop of $00 million in the nondurable imdustries, The
axtant of the reduction in durable goods inventories veflocts
in part the yesr-end tightness in eteel supply. However,
there are indications that at the heginning of 194% inventory
holdings were somewhnt out of line with sales, so that some
downward adjustment was called for.

Finished-goods inventories of the *‘heavy goods” indus-

SURVEY OF CURRENT BUSINESS 21

tries continued to ncrease well into the second guarter of
the year. In Jarge mensura this incregse represented invol-
un rather than planped accumulatione. During the
second half of 1949, howaver, thess stocks were substantially

reducad.
The nondurahb) oda indystries reduced the book value of
their inventories during the first 3 quarters of the year

Tablc 12—Change in Book VYalue of Maoufacrurers’ Inventorits,

1968 and 1949
[Tondjuatad, milkons of Dilavs]
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but increased them during the last 3 months. Finished-
goods inventories of these industries, which had risen rapid]
n 1948, declined throughout most of tha year, but i

in the final quarter,

Inventories in the hands of mannfecturing gnd trade firms
at the end of the year generally did not ru.dppmr high in relation
to aales when 1udg'ad ll:;%prem standards. The tendency for
Hquidation to taper oif at the end of 1949 appears o be in
line with thiz inference.

. In addition, there was an important difference batween the
situstions &t the beginning and end of 1949. At the stars of
the year, continued accumulation ai a substantlal cate would
have bean neadad to £void the deflationary effect of 9 deeline
in inven investment. A% the close, maintenance of the
gize of stocks would imply no reduction in investment gnd
hence wonld have no retarding influence on totel ouiput.

Retail Sales

~ CONSUMER demand in the te remsined firm
In 1949, providing s source of aconomic strength in a year of
declining investrment. Although the dollar valus of retail-
store sales dipped slightly, month-to-month movements wers
. marked by unusual stability, and the difference between the
est month—September—and the lowest—December—
was oaly sbout 3 t.!

Novertheless, within the retail sector, meny groups con-
tributed te and were affected by the ‘business downturn,
%a;ﬂwularly in the eqrly part of 1040, Also, this was the

b year since 1938 in which retail-stors sales failed to ad-
vance over tha provious yesr. es in retail cztablish-
ments, 4t $128 billion, trailed 1948 by about 1% pereent
{gee table 13). In view of the decline in prices, however,
the physical volume of gooda moving throvgh retanl channals
I 1949 was, rouphly, equal to the 1948 total

Automotive sales sustain total

The unprecedenied number of passenger cars sold in 1949,
¥hich permitted motor vehicle dealars to record an 18-persent
3 Increase in dollar sales for the year, contributed muierially

o the strength of consemer buying, Seles of retal stores
. other than motor vehiele denlers’ were 5 poreent below 1048,

2 Tha trmd of Borviens §2 et distuitod o this fetion, thoogh thay constitnte, of .
Substytithl part of ssOB0T driondtored. 16 Evee,

Analysiz indicadea that in 1949 there remzined a substan-
tigd backlog of demnznd for autos, and output was large ensugh
to bring dollar sales abova the level whi& would correspand,
on the basiz of prewar ralnt»ionshilﬂlto eurrent dispesable
incoma.? However, other major londs of retail business
generally did not ap to be high in relation to incoms when
judged by historical stendards, The one exception—foed—
was in line with prewar hebavior in resl or quantity terms,
but high I terms of dollar seles.

Food sales firm

Among the nendurablz-goods groups, the greatest sirength
was shown by food stores anfrgllpmg stations with sales
practically unchanged from a g'em' ngo. With prices down
moderately, there mey hove been s small increase in the
?hymcal volume of food sold at reiall.  Food siores account
or pbout a third of all nondurable-goods sales and their
high activity has helped to prop up sales total for the
nondurable-geode groups.

The remeining groups of n?ndum})le-ioods akores reperted
falrly substential decresses in sales. AL both men's wear
and women's wenr stores, dollar sgles were down about
8 percent from the previows . However, part of these
drops—partienlarly in women’s apparet—iefiested the avail-

1 Eoe " Trond of Bales of Consamer Diarable 3 sode™, Svever, Apeil 1M
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Toblc 13.—Sakes of Retoil Stores by Kinds of Bodnesa, 194744
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ability of goods of equal o higher guolity at lower prices than
in 1¢48, and trading down may alsc have bheen 1mportant.
At shoe stores, whers prices were mora stable, the 1942 decline
in sales was aboui 4 percent. Diug-store sales were down
2 peteent, and depactment. stores 6 percent.

ata on tox collections indicate that sales of luzury 5
continned the dowmovard slide avidenced in 18948, Exeise
taxes on fure fel) about 28 percant, on cabaret expenditures
14 percent, and on jewelry 10 percent. In additicm, an
sxamination of depariment-store sales by departiments points
to croater decresses in sales in those departments in which
h.igﬁﬂ]‘—- iced merchandise is corried. The same tendency is
shown E{.r‘thn fact that sales in basement stores, which gener-
allv displa, lnwem-'yiricad items, were dawn only 3 percent for
the year while for the main store the corresponding figure wos
7 percent.

Most durables decline

Although the durable-goods gronp ns 4 whele showed an
inerease 0 gales becavse of the large sains of motor vehicle
deslers, declines were registered by most stores whose major
lines of trade consist of consumars’ durzble goods other than
autos, In the home-fwnishings group, trade was bolstered
by increascd p i of television veceivors and soms major
hovschold applinnees, snd by strengthening in demand for
furniture and furnishings in the latter part of the year, but
dollar sales declined by about 3 percent 1n 1948, In building
materiale and hardware and in jewelry stores the drop in the
dollar velue of sales was suhﬂt.antiu]lg' largc'le.r As in the case
of the nondurables these declines reflected in port decteased
prices and the greater availahility of lower price lines.

Improvement in fourth quarter

In most of the store ﬁﬁaﬂpﬂ the downward drift n sales
gontinuved through the first 7 or 8 months of the ’iﬁﬂ with
. soma gsigns of recovery evideni subsequently. The fmn_m-

furnishings group showed a substential pisk-up as price
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veductions in telovision seta and slectrical appliances helped
1o stimylate demand for these jterns, while the high lavel of
vesidential construction contributed to higher activity in
furniturs and houss furnishings.

Some of the increased sales strength in the second half of
the year may ke traced to the influance of enster credit terima.
Total inetallment sales credit for the year was nup more than
a third, with anto and bome-furnishing siores showing the
greateat inerenses.  For these groups installment enles eradit
at the year end had rizen 60 and 25 percent reapactively.

The renewed impetus iz buying svident lote in the third
quarter in many lines of trade was offsst, however, by o drop
in antomobile sales. The decline in this grouwp was primatily
the result of the preparations for model change-overs which,
togetber with some tightnesa in ateel supplies, accounted for
a reduction in the number of cars produced in the final
moaths of the yeaz.

Retail trade patterns change

To appraise the eurrent pesition of retail store sales,
several Lns&a of compnrison with prewar conditions have
proved useful. These incdude correlation and percentage
relations beiween retal] sales and Income, and percentage
distributions of reteil ssles by ldnds of business. These
measures are cansistent in their summary of the year 1949,

in relation to the ch; from 1948, .
Bales in 1949 declined relative to income, ¢the drop coming
at the siart of the yesr and bringing totet sales cloger in line

with, the relationship characteristic of the wears befora the
war. The downward movement reversed & trend which
had begun mmediately following the war's end and had

Chart 14 —Helationship Between Sales of Tharahle and

Noondurable Goods Betail Storss and Isposable
Pereonal Incoms
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comtinued until the middls of 1048, During the early post-
war surge in buying, seles of retail stores were higher than
might bava been expested on the basis of the prewar relation-
ghip hetween sales and income.
t 14 shows how sales of dursble- and nondurable-
ods atores have moved relative to disposable personal
neome since 1929, Both caszes reveel a divergence from the
prewar pattern during the wor and sarly postwar years,
and o recent tendeney to Tevert to the historical relationship.
For the nondursbies as a whole (upper curve) sales de-
clined relative te income during 1943 The downward
moverment in the nondurables bepmpn about the middle of
1943 nnd hag become more sharply defined in the past year,
Soles at durable-goods stores, on the other hand, have
continued their vpward trend relaiive to inecome which
began in 19435, althrough the gains hava been getting smaller,
The 1949 increase carried durable ssles by the sacond hall
of the year to a point g littls above the value indicated by
the prewar relation with income,

Chart 15.—Percentape in Bales of Retail Stores,
1943 to 149, by Kinds of Business
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Autos take larger share of income

Although the proportion of dizpesabls personal incomse
spont at retail stores has declined eomewhat in the past 2
years, it remams higher than before the war. In such
¥years as 1920 and 1939 or 1941, abovi 80 percent of dis-
posable income +was expended in retmil establislunents,
whereas in 1949 retail ssles amounted %o two-thirds of such
inoome. :

A pood denl of the extra spending went for avtos, nnd sales
of m%utor vehicle dealers rapresented a higher percentaze of
income than in any earlier vear. At o0 durakle-poods
stores, the Cfm:npnrtions of disposable incoire expended were
genernlly close to the walues that chardetevized the years
1629 and 1941,
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The proportion of ineome going to retail stores in the non-
durable categories has moved downward in she last few years,
For most groups the zatios are now little different from thoesa
typieal of the prawar years of high activity.

Increasing importunce of durables

The pattern of retail activity maﬁl alse be noalyzed in
ferins ol;ﬁthe relntive importance of the different groups of
stores in the retail strocture. Table 14 pgives the shares
of the retail dellar spent at each type of store In selected
FEATS.

Table 14.—Pereent Dlatribuotion of Retail Sales by Kinids of Business
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During the past yesr the percentage of retal store sales
oing to durable e etores was tha highest on reeord.
'his was due antirely to motor vehicle dealers, the group

increasing its shars of the total business at the expense of
sich lines as building materials and hardware, a.pﬁ! , eatin
snd drinking places and depeartment and other general-
merchandise storee. It may he noted thai becauss of the
axcepiional dempnd for autos, the proportions of total retail
salez at the various types of stores in 19049 were siill oppre-
cisbly different from :ﬁe typical pattern of prewar yesrs of
high activity. As previously pointed ouwt, however, these
results do not i_tnrilly that the groups other sthan avies were
generally out of line with their historiesl relationships to
HLGOINE,
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Foreign Trade

UNITED sTATES foreignstradery during 1949 felo the
tmpact of intensified forei alance of payments difficulties
which arcse from the swifter pace of ]}:mtwar roadjustments
in the United States than abroad. Largely because of the
widespread dislovations caused by the war, these diffieulties
in foreign countries parzisted despite the | flow of aid
funds made in the form of grants and otherwise by the United
States to facilitate economic rehshilitation abroad. It is, of
eouras, only throwgh thesa ama that foreign ecountries

ve procured an unprecedented volume of pescetime goods
in Tnited States mavkets, In 1049, United States forer
&#id pragrams financed 30 percant of the total axports of 5
snd services, making possible the continustion of the large
dizparity batween exports and imports.

domesiie markets, supplies of most goods became sde-

quate as production ceme into a more balanced relationskip
with demend, with & resultant downward movement of
F;icm;:l In_mosg forei mthuﬁmi?h]r tl;gd same development

ward sasing of supples, ug ¥ apparent dnnng
1949, was a-a%*et far loss sdvanced than in the United States
where wartime dislocations and accompenying inflation were
Te]a,uively {ar less acute and hence overcome with less of o
time lag.

Despite the expansion in cutput to or even beyond prawar
lsvels 'n Europe and the at least partisl estisfaction of m
deferred demands both in those areas most divectly concerne
in the recent war and m other areas, there remained a heavy
de}irinedenee_upon United States Emdal

continwed large imporé demands from abroad were
met by United States producers, many of whom became
increasingly inierested in foreipn markete as in maoy fields
domestic ouilets began to absorb a smaller portion of the
oreater productive capacity availabla.

Concurrently, this country’s demand for foreign goods con-
tracted with the cral economic adjustment described in
oarlier chaptars of this review. Domestic requirements for
some major raw and semiprocessed imports declined and
were filled in part from inventories; and domestic cutput of
similar or competitive materiale displaced other impurts,‘
many of which now became even less ahle than previously
to compete pricewise in the Americen markat,

Inevitably, the unbalanced postwar trade relationships
were reflected in price disparities in internationsl markeis,
and widespread foreign currency devaluations in the latter
pact of the year were mndertaken in an effort to bring about
asdjustmeniz in the externnl currency walnes which would

Chart 16.~Inited States Foreign Trade: Percentnge Change in ¥alue, First and Second Halves of 1949 from 1945 *
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relieve balance-of-pa
adjustmoents weare

Exports high through midyear 1949; imports fall

During the first half of 1948, E%Ur’na from the Uniied
States reached an annual rate of $18,400 million, $700 millicn
above the rate for the previous year. Since at the same
time commodity imports inte the United States provided
foreign countrics with 300 million fewar dollars af an annunl
rote than in 1948, the higher exports wers financed chiefly by
increased United Btates Government foreign-sid pa; ts
and renewed nreads upon foreign ressrves ld end deliars,

Chart 16 compsres changes in the ernual doller rates of
ezxports and imports by areas and by commodities during
the fivat and second halves of 19489 with the rate in 1848,
Western FEurope and the Far East, o which virfaslly all
United Ztates Government foreipn-aid expenditures wers
directed, aceounted for most of the expansion in TUnited
States exports dwing the first helf of 1949

That foreign economie regowve _wutﬁamgrf:ssmg under the
stimulus of American aid is indicated by the commodicy
composition of the expansion in United States exporis to
these arexs. The increase during the first 8 wmonibs was
chiefly in shipmenis of raw cotton, machinery, and cother

ds t0 be used in [oraign preduction lines rather than for
immediate consumption.

By contrast, [nited States shipments to Latin Ameries
and Africa in the firsi 6 months of 1045 fell below the 1348
rate. In many of these countries demand and Ellchljl' were
equated either through satisfaction of the deferred demand or
through rising prices snd declining currency values, While
demands for imported goods had thus receded to some extent,
they were subject to further curtaiment by tig%t-ar ng?rt
restrictions [copecially drastic in the Union of South Africa
ond Arpentina) imposed fo conserve, and if possibla,
strengthen depleted dollar resources.

The reduetion in this scountry's commodity imports
from an annnal rote of $7,500 million in the fourth quartar of
1943 to an annual rate of $6,400 mill :5?123' the sacond quarber
of 1949, was more than could ba expl by zeasonal factors
&nd the moderate contrection in the gross naticnsl product of
this country. The drop in tmports wes due meinly fo the
relatarely serious decline in comsumplion of some major
import .fmducm such as wool, rubber, woudpu.lj», and
buriap. further reduction in imporis of these and cther
commodities, movenvar, resulted from the deeire on the part
of domestic industry to reduce previouslg accurnulated
stocks In view of the more ampls sonditions of supply and, in
some cases, from expectations of further price redections.

By mid it hod also become apparent that imports from
Kurope, for which prices remained comparatively high snd
even increased in some cases, ware encountering increasing
difficylties as the twend ovway from & “sellers’” muarket
pradually developed ie this esuniry. Such mpors s
nutomobiles, traciors, textiles, and iron and steel produeis

been seriowsly curtailed (see table 15) as the sugp]y of
moere attractively price domeeticelly produced items hecame
more ample. '

The net result of the lower imports and high exporis during
the first half of the yesr was an inerease in pur expert surplus
with practicelly every aree except the Latin American
Republies and Africq.

ents pressures while fundamental
ertalen.

Lower exports after June; imports register
further decline

In July 1949, total United Stetes exports declined to
$10,800 million on sn snnal basis and remained near that
rate for tha remsinder of the yesr. The drop in shipments

T -
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extended to almost every major area and commodity group
(goe ahert 168). This redvetion wes primardy & conseqtietce
of the tighter import control mewsures instichted doring the
second quarter of the year, particularly by the United
Km_%ldam and other countries in tha sterl?nﬁ aren, to halt the
rapid drain on their reserves of gold and doilars.

Also confributing to the decline in foreign purchasas from
the Unitad States was the fast that in some foreign eountries
supplies from cwrent production gradu bécamme more
closely squated with prevailing demands. sse countbries
were thus in o position o reducs their imports snd also to
market more goods abroad at prices reflecting relatively
favorable esupply conditions. lese  countries wore
sueenssful in redueing the gap between demand and zupply

Take 15 ~=Imports for Conmpmption ints the Tnited Stades of
Comgoditles Ffroma tha 16 niries Participating in the
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the more urgent was the need o devalue their currencies as
n means of reducing domestic demands for imported goods
ﬂﬂd dﬁ?ﬁrtring a greater volume of merchandise to markets
abroad,

The pgenerally higher &mdu{:tiun gbrond made possible
auother development which contributed to the full in Unjted
Btates exports. This was the incressed success of afforts on
the part of most eountries t obtain imports from areas other
than the [Unifted States, a9 evidenced by the nvmersus
bilateral itrade agresments concluded between foreign
countries during 1949, and more concretely, by available
dats covering the foreign trade of ¢ther countries. While
Inited States exports to Western Hernlsphera eountries and
t0 Wosterm Hurope registered siznble dedines fiom the
second to the third quarters of tha yaear, shipmeants from each
of thega nreas to the other showed some increase. This
development will be further accentuated by the greater
ebility, since devaluation, of foreign goods to compets in
price with United States products in third markets.
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The further coniraction in United States mnports during
the third quarter, although partially o seasonal movement,
reflected in general sn extension of developments which had
become apparent eatdier in the year. Relstively large sup-
plies of nonferrous metals imported during previous months
of 1949 remained nneconsumed and hence lassensd the naed
for currsnt imports.  Price uncertainties undoubtedly added
sorme further impetus to the declioe in import demands,
particularly for goods supplied by Western Europe and
other eountries whers curreney devalustion was anticipated
in many guariers.

Singe the decline in imports during the third quarter was
subsigntially smaller than the corresponding contraction in
exports, there necenrred g substantial reduetion in the TTnited
States export surplus, especially with Western Eurcpe. In
October and November, moreover, there was & further drop

in the trade deficit of other countries with the United States

as a result of an upswing in imports and a continued fall
In exporis. :

While the heavier United States foreign buying during the
last, snonths of the year induded & svbstantial amount for
the Christmas trade and larger scasonel shipments of pro-

ducts such as coffee, it also reflected the general revovery in .

TUnited States consumption of raw materiale in the Intter
half of 1049, and tha more limited ability of consumears to
draw upon inventories, many of which had now become
ralatively low.

Febrnary 19850

Currency develuations abroad late in year

While the currency devaluations had been in efect for
m;? abont & guurier of the year, and it is too early to state
definitive conclusions as to the effects in United States
merkats, certsin generalizations can bs made upon the
observad effects to date. Devpluations have had littla
effect on E’j‘m of major United Stetes import commodities,

mnst of which are determined by demands prevailing In this,
the &rincipl_ll market, Prices of items such as whiskey, for
which foreign supplies remsined low xelative to United

States import deroands at pre-devaludtion prices, alio
retnnined unaffected. -

For pumerous products supEljad by Europs (such as
textiles, brandy, automaobiles, olive oil, and lasthar tﬁ‘fads}
the drop after devaluation in delivered dollar prices, although
generally not in full propertion to the reductiom in foreign
e values, was nevertheless substantipl. More im-
Eortnnt-, delivered dellar prices currently being gquoted bﬁ

uropean preducers of some items, such o cortxin won sn
stesl products, are helow those prevailing for similar items
produced in the TTitad States.

As a yemult of such adjustments and the efforts on the
part of these and ofher countrits to improve techniques
of merketing obroad snd to reduce costz in both home
consumption snd export industries, foreign competition will
presumekbly assume & gradually more prominent role in
regulating world trade. At the same time, it should be
feasibla to eliminaie many of the import and foreign axcha,nt%'e
controls by mesns of which foreign countries are surren by
attempting {o achieve closer balenee it their internations:
ACCONNES,

Financial Deveiﬂpments

FINANCIAL developmente in 1949 differed in saveral
noporiant respects from the fputtem which had prevailed
throughout the graster pari of the postwar period. Ones of
the most significant changes from 1843 was the sharp re-
duction in the demeand for new capital funds by businessa—
a reflection of the reversal of the expansionary forces which
had previously dominated the genergl economic situation.

The terms on which funds were made available to both
business and eonsumers wera ensed during the year and in-
terest rates were genernlly lower.  This was in pars the result
of actions taken to cushion the receasionary tendancies which
e.mm}ed early im the year. The reduction in business de-
mand for funds was, however, alan imporiant in this respaci.

Some moderation in the terms of equity financing was also
indiceted hy davelopments in the stock market in 1949. Tha

erally dewny trend of stock prices which began in the
ntier part of 1048 persisted with some interruptions throngh
the spring of 1949. A strong vpward surge of stock prices,
however, vecurred in the second balf of year nt o time
when corporate earnings wers weil below and esrpornte divi-
dende only alighily above the postwar peak renched in 1948,

Business requirements lower; those of

Government higher

With gross private domeséic Investment lower in 1846,
thera was lezs relisnee business on ext« financing.
There was, however, a substantial increase in the finencing
needs of the Federal Government as 4 result of g shift from
a surplus in 1943 to a defieit in 1949. This shift lurglacli
sounier-balanced the reduction in business mvestment whi
oneMrTad ]nsl-.Iyeur. :

With the Federal Government shifting from a surplus to
deficit positicn and thus increasing its ouviatanding debd,

sales of Federal securitiea wera channeled larpely into the
hande of nonfinancial business and econsumers. Although
commercial banlks al:o added Lo their holdings, there was ap
offsetsing reduction at Foderal Reserve banks, and hence
little net changs in the over-all banking eysiem’s ownership
of Federal securities.

Inereased liguidity charoeterized most of nonfinaneial busi-
ness but was espe propounced in manufecturing, In
shis =ector financial developments permitted net only am
increase in cash &end TJ. 5. Government securities at o time
when prices end sales were lower, but olao allowed a sub-
stantial reduction in shori-term debé

At the congumer lovel the net chonge in cash and T, 8.
Government security holdings was small, and in contrast to
businesa, indebtedness continued to rise with the mereazed
housing and greater avuilability of durahle consumer goods
and the easing of credit terms. On an over-all basis, in-
debtedness of both business and consumers at the and of
1949 was not abnormally large, if viewed in higtorical per-
spective, with reference to the relation of servicing charges
to the lavel of incomes surrently samed,

Business Financing

Recant changse in the financing of business are pictured
in tahle 16 showing the principal sources and uses of funds of
nonfinancial ecorporations. In this table, expenditures for
fixed assets and additions to other assels mre clasgsed as
“pees”’ of funds; corpornta sovi depraciation abowanees,
net sales of new corporate securifies nnd inereases in other
liabilities are elassed as “sources’”. Decreases in nssets or
liabilities &ra, for convenience, shown a3 negative wses or
sourees respectively.
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$12 billion reduction in corporate requirements

Total uzes of corporate funds in 1949 amounted to about

$14 allion, or $12 billion less than in 1048, A= moy be seen
from the table, there was snly a modernte decline in plant
snd egtﬁ]}mﬂnt. cvutlays of corporations from §17.3 billion
1t 1042 to 518 billion mn 1940.' In contrast, the book value
of mrsfomte. inventories fell by $3.7 billion in 1949 reversing
the sharp upswing which was maintaived throughout the
earliar postwar period. The ravarsal of inventury trenhde
alone, centering primarily in manufacturing corporations,
accounted for a net reduction of about $1¢ billion 1948
to 1849 in the total demand for new copital; for whereas
the axpension of inventories in 1948 required about 56.3
killiex: of new finencing, the 1949 contraction—a negative
use or o source of funds—actuelly freed about $3.7 billion
for other uses.
. Beduced requirements also prevailed in sorporate finane-
ing of customers. Throughout tha first three full yeurs of
the postwar g&rip-i, expanding sales of corporatons were
accompanisd by increased i granted to consumers and
other customers. During 1948, the credit expansion, while
below that of the previous year, amounted to the sizeable
total of $2.3 hillion. In 1949, corporations reduced thetr
customer credit outstanding by $700 million.

A more meaningful picture of the dnoncial reguirements
associnted with the changes in corporsteraceivables lsobtained
i viewed in connection with corporazte payables, since a
large part of the movement-of these items reflects inter-
corporate business financing. (For example, if one corpora-
tion sells its product on credit to another corperation
torporate Teceivables and payebles both mise by an equ
amount and ne new outeide finencing iz required at that
time.) Referring to the teble, it may be noted that the

' TIndes rolated dade §n the notional poaduct mevoants, thess eatinaties of plost ind
Ui arpmtiuray #ﬂﬂgn:lﬂhﬂl DULTLYS ehnkged 0 corrent acooank.

.on thely accumulations of
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drop of $1.6 billion in corporsie receivables from business
firme was equal to the reduction of corporate (trade) pay-
ables, Thus, net receivables {total receivables Pay-
ables) rose by sbout $0.2 billion, largely reflecting the further
extension of credit to eonsumers. is increass was, how-
ever, somewhat lower than that which oceurred in 1943,

Corporations add to liquid assets

The shifting emphasis in corporate fnancing in the post-
war period is clearly reflected m the trend of liguid ssset
boldings. Emerging from the war in in uno liguid
siate Az o resuli o¥ the limited private capital investment
outlets during the war yesrs, corporations helpsd finsnee
their heavy initial postwar “ﬁim uirements by drawing

2 their [ UF, 8. Government securilies,
Liquidation of these securitiez in 1948 excaeded additisns
10 cﬂah]:iy about 4.7 billion. In 1947 and 1943 on the other
hand, holdings of liquid sssete—carch and U. 8. Goverament
securiies—underwent little change. Re‘]a,t.i‘-vlgkv, however
the liquidity position of corporations contin downward
in these years as the volume of astivity and prices eontinued
to rise. By m of contrast, in 1948 corporation: were in
a position to almost $3 billion to their liquid assets, an
increase which seeurred whila sales and pricss were .fa.liing
moderately.  As & result of these , thers was & sut-
stantie] ihcrense in corporate liquidity in 1949.

Lower business savings and borrowing

© In meeting the reduced financisl requirements in 1049
corporations continued to rely primerily on such sources o
funds as retained profite and deprecintion sllowances. Cor-
porate dividend payments were up slightly from 1948 to
1949; hence the full impact of the lower profit levels in 1949
was reflected in retained orate earnings which fell b;
about $5 billion from 1948. PI‘aJting mto account the mod-
erste increase in depraciation, the total for these sources in
1948 smounted to $14 billion as compared with $18 billion
in 1948. With total requoirements showing a larger per-
centage decline, internal fnancing, inclu nl'IICF changes in
tax reservez as well 22 retsined snrnings and depraciation
allowances, was relakively more itnportant in 1949 than in
the precading year.

¥ith work capital requirements reduced, ecorporate
business liquidated about $1.8 billion of outstanding bank
loans during 1049, thus reversing the steady vpward trend
of business borrowing from hanks wiich had under way
since the end of the war, The reduction was lacgely co
to the firet half of ths year, and as might be axpecied from
the change in finpaneing requirements, was centered in loans
with maturities of less than a year.

Long-tarm corporste debt continued to expand throughout
1949 refecting the still heavy fixed eapital requirements of
business corporations. Despite the substantinl postwar in-
creage in intersat-bearing indsbiedness, eorporsts intorast
payments in 1949 continued low in relation to corporate
enrnings, These payments reprezented, for example, ap-

roximately § percent of sorporats profita before taxes and
interest payments in 1949, a8 compared with 20 percent in
1940 30 percent in 1929.

Net new securities issues of §5 billion

Sales of new securities (less retirements) by momfinancial
business corporations continved to be an important source of
capital 5 in 1949, although the totsl of %5 billion was
abaut 1 billion lower than in the pesk yoar 1948, The 1.3
hillion sales of eguity securities was at sbout the same level
as in each of the three preceding years. Net sales of debs
issusd were about 31 kallion lower then in 1948 but still
sebatantially highar than in 1546 and 1947. YWhile the
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proportion of equity to total new issues ross somewhat in
1940, the equity share of total funds raised in the sacurities
markets hus, since 1947, remained below the ratios during
ﬂmilfpamhle periods of econamic activity in the past.

- I, howevar, acconnt is taken of the considevable volume of
ﬁnnncuLE‘g from retained earnings in recent years, the shave
of total equity financing relative to botal requirements
eompares favorably with ths prewar proportions.

In view of their siill hea ancing needs, public utilities
mmntained their net sales of securities in 1049 at the volume
of the preceding year. It may be noted that these corpora-
tions placed more emphesis on stock issues in 1949 than in
previous postwar years and their inereased offerings largely
offeet reduced soles of equity issues of other major corporate
groups.

Reduced Cost of Raising Funds

A general essing of terms of financing for heth business
and consumers ocearred in 1949, Thi= wns 2 result of
direct government actions towards easist credit coupled with
the lower investment demand of business. Fﬂllt:rwing} the
downturn of general business activity early in tha year, legal
reserve requirements of banks were lowered thus freeing

ank resourcez for inecoms-yielding investments. At the
end of June, the Foderal Regerve Board esnnovnced a oha
in policy related to its investments in TV, 3. securities whi
aimed at moderating terms of borrowing and preventing an;
pressure on bank lending activity which might be associa
with & dewntuwrn in business activity.

Congumer borrowing—both long and shori-term—was
stimulnted by the elimination of controls on instalment
purcheses which, sfter a temperary lapse, had been reimposed
in late 1948, and by a broadening of the secondary market
for G-I mortgages. Action was also taken to incroase
the swailability of eredit for stock purchases by reducing

Chart 17.~Corporate Bond and Common Stock Yields,
and Earnings Price Rathos
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margin requirements to 50 th, &% rate not much higher
than in the Iate prewar end wartime (through 1944} period
when a 40 percent requiremeni was i effact.

With reserve requiremenis raduced, banks incregsed their
holdings of short-termy U. 5. sscurities, which were for the
most purchased from the Federal Reserva Syztem. Tha
shim to find investment outlets for funds freed by the
raduced requirements served to imeresse the avallabiliby of
funds to private borrowers. In 1948, banks found it neces-
sary te sofl U, 8. secturities to the Federal Reserve in erder to
secure funds for business and conswmer loans. '

¥ields on U. 8. Government securities rescted quickly to
the essier menctary conditions. Prices of gevernment
ssnes, especinlly thosze with intermediste snd short-term
maturities, rose substentially in the middla months of the
E’e&r and t."hlarau.fte-r steadied or continued elawly u}ieward to
evals which imvolved, for the Fear as a whole, sizable redue-
tions in yields on both long- and short-term securities.

The easier financing terms for corporste business are
reflected in the trends shown in chart 17. Alresdy low in
historical perspective at the start of the yesr, though higher
than in the immedinte postorar years, the yield on corparate
bonds declined froan 3.1 o 2.2 percent in 1849, bringing the
average to the lowest point since early 1847, Tems of
aquity finapcing ware down in 1949, after resching o
3-decode high In 1648. A decline in corporats earnings in
1349 couplsd with o almg upturn of stock prices in the
gecond half of the year redoced the earnings-price radio o
9.7 percent by the last quarter of the ﬁrw a3 commpared with
ah AT of 12.8 pereent in 1948. By the ond of the year,
the relation of earnings to stock prices wes down to the 1947
l?}%&ﬂ Dividend yields alse turned down in the second haif
o .

At the close of the wear, terms of equity finencing in
general did not compare unfavorably with those which pre-
vailad in ths prosperans paried of the middls twenties. Smea
interest rates are cwrrently well below those preveiling in
that earlier period, however, the relative atiractiveness of
borrowed funds hes bean ncreased considerably.

Consumer Financing

The major factor in determining the leval of consumer
spending is, of course, the current income received by indi-
viduale. Sinee the end of the war, hewever, ding oat of
current inegme has been buoyad by record hrzgdings Licpuid
assets and by the relatively low volume of consumer debt.
Actually holdings of U. 8. Government securities by indi-
viduals and uningorporated bhusinesses continued to inerease
through the postwar period, although in 183 and 1948 the
nat purchases amounted to only about $1.0 billion & ;
During exch of the Inst 3 years, boldings of cash were reduced
by an approximately equal amount. Individuals have, of
course, eontinued to add to their savings i the form of
insuranee raserves, shares in savings and foan associgtions,
and to an incressing extent in the most recent period, in the
form of purchases of securities other than Federal jssues.

At the same bilme, consumers increased their outstanding
debt. During 1849, their mortgnga dobt rose by abqut $58.5
hillion and their short-term insialment indeht.ad';eas by $2.0
billion. The latter rize was accounted for almost entirely
by inerensed buying of consumer durables, particulayly
atrtomobiles, ile oapier terms, following wpon the re-
maval of ell povernment reatrictions by mid-104% undoubted-
Iy vontributed to the high volume of naw consumer short-
term borrowing, & major influence in the 1649 rise, as in
previous postwar yeors, wag the exponded flow of goods
availabla to consumers. Despite the rapid postwar risa in con-
sumer fdebt, however, the amount outstanding at the end of
the year was not unusually high relative to consumer income
currently being sarned.
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Employment and Labor Developments

T'HE demand for labor continned strong thronghout nrose
of 1049, However, with activity zeduced from the peak
reached in late 1048, notably in manuiacturing, and with the
more effective organization of production, job epportunities
were fewer. )

The average number of civitian workers amployed during
the year was 58.7 million— 70,000 below 1948 but exceadin
the employment in any peacatime vear excopt 1948, Wi
the labor foree larger, wnemployment rose above the minimum
levels characterizing the earliar postwar years, anding
from an average of pboui 2 million workers In 1M8 to 2.5
million in 1949. With the improvement in economic eondi-
fiens around midyear, total employment inereased somewhat
although it showad no further significant goains after Aupmst.
In the £losing months of the year em ployment was moderately
below the postwar highs of a vear emhar, :

Along with- reduced smployment, weekly hours worked
were also cul, due in part ¢o the increase in inveluntary part-
time work and the lessened necessity for overtime work as
produetion overtook demand in more and mors lines.  Thus,
the man-hour inpug in 194% in the private sector of the
economy was below 1048, Resl private national output was
nof materially different from 19438 so that cutput %\.r man-
Lour in this sector apparenily increased moderately. This con-
clusion 1s necmmll; based ¢n an approximata messure of the
real output and man-houre becsuse of the inndeguney of the
basic data snd the difficuities in the problems of messvranent,

The produestivity gain in 1949 is attributable m part to the
targs volunte of new and more efficient equipment installad as
veflected by the extraordinarily hi enditures of pro-
fdueers of capital goods in tge postwar years. Another
contributing factor was the greater wvailability of resources
dining most of the year In relation to vutput, which had the

. cffect of removing most produetion bottlenecks and providing
an adequate flow of materials,

Major labor force trends

The labor fores, including the mili BEIVICes, BV d
€3.6 million in 1949, more than 300,000 gver 19248. The
[ increment was only moderately in excess of the normal
. increase based upon population growth. About s fourth of
i the gain in the labor ?-;)rce botween 1842 and 104% originated
1m the entry of veterans of World War 1I who had not been
: Job seeliers in 1048, a facé which sccounts for the more than
' normal ineresse in the labor foree lnst year. It is to be noted

that the ﬁmwth of the civilian labor force in 1849 was

reughly holf that of the preceding yeor. ) .

oOTen, FOUD and older workers continuad worlimg

in proportions above the prewar pattern with the result that
the labor force as a whole remained larger than is implied in
the laborforce projections based on the frend in preowar
poarticipation rates.  As 2 group, women ¢omprised 29 percent
of the laber foree tn 1949 ; in 1940 they aecounted for a little
more than 25 percent. About 1 million more boys and girls,
aged 14 o 17, were both amployed nnd enrolled in school at

l the beginming of tha achool year than ot the tirme of tha 1940

CENEUS,

. At the same time relatively fewer S{ﬂung men between the
@:.fes of 20 snd 24 were in the labor fores, mainly because of
he extended schooling of veterans. Similerly, the eE;n'«t:u]:nm‘-
yiion of working women, aged 20 to 34, was well heiow the
¥ brewar pattern because of néreased responsibility for home
4 and child care,

1 Employment in 1946

4 Total civilisn employment averaged about 58.7 millien
1 670,000 under 1948, hut 700,000 above 1947 Agricu]t-urﬂi
i employment on the average was alightly higher during the

first half of the year, Iu‘geliebmma of more favorable
weather conditions, bhut by year’s end the number of
ferm workers wns about 800,000 below December 1048,
After midyeor, nonagricultursl employment roge for o time
and, spart from the adverse effects of the coal and sbesl
strifms, remsined st the higher leval. In each of the last
four months of 194% nonagricultural amployment was sbout
200,000 below the corresponding months & yasr ago.?

The most markad declina in n.untﬁticultmﬂl employment
ocourrad, in manufacturing in which the nuwmber of employees
avornged 14.1 miflion in 1943, about 1.2 million under 1945,
Even s, sverage emnployment in manufacturiog in 1949 com-
prisad a slightly higher propertion of toisd private non-
agricnltursl employment than n 1928 and 1930, Less-
gevere logses were exparienesd in transportation and mining.
Trade, services, angd construction remaivned virtually un-
changed at the high 1948 a.w:;ﬁ'a. Government smploy-
ment, anialﬁr at the State locel levels, and financs

ineraasad slightly.

Thus the eommodity-produeing industries which had beon
operating at unusually high levels decreased their employ-
ment ws postwar backlogs were replenished. Two major
axceptions, the comstruction and automobile industries,
hald their workers while inere output indicated im-
ad efficiency and better-balanced materials supply during

prov
magt of the year.

The trend within manfoacturing

The losz in employment in manufacturing, both in abaolute
snd relative terms, was ¥ much ter in the durable-
Foods industries than in the nondurable group, &% iz evident

rom chart 18. This chert shows s comparison of tha
employment chanj‘e by percent and in numbers for 20 major
manufacturing industries arronged in the order of tha volume
of change from September 1948 to September 1949, Sap-
tember was selacted ns the month of comparison rether than
some later month since employment wes b or near the poat-
wor peak in September 1948 2nd the volume of employment
in ome major industries in the months aftar Saptambar 1949
was influenced temporarily by the effects of the steel strike.

Becayce of the marked inergnse in activity in nondorabla
goods Leginning in June, exployment in these indusiries as
& whole during the Jast quarter was onfy about 3 parcent
below the 1948 peak. The decline m the durable-goods in-
dustries was deepened in October and, to a lesser extent, in
November by the direct and indivect sffects of the stesl
strike. The decline in employment from Saptember 1945
to September 1040 was sbout 12 parcent which represented
a loss of about I miilion jobe.

Unemployment higher during the year

nemployment reached a sensonal peak of 4 million in
July amf rereingd around 3.5 million dvring the isst five
manths of the year. Unemployment smong men rose rela-
tively more then smong women, but unomployment rates
during tha inst quarter were ahout the sane, 5.6 percent of
the respective labor forve for both grow

Unemployment and its rolative mncidence as » percent of
the civilian labor forea forr tha last three years, and for 1929,
1 shown below:

Aty Ty
Year: {mifteomal Joree
R 1 P, 81 14 &
I eececscmmcmmacmnnm 21 3.6
1048 . __ . | 3.4
12 44 b. b

I Doeruing of o ¢bingn In ssmple In dousputt WHD, thes dots amo not stelatly comparablo, and
weeardl iy b coritaet ngpor ks bodier Led (ol getplaymant wak probably oboser Lo fedl 4 10ifllew
Bolanr Lﬁ lavn-:l nrboﬁdm F Tlse 1n aroe dala wmslmIIany nifieetad.
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Chart 18.—Abeolute and Percent Change in Employrment
. for Mafor Manufacturing Industvies, September 1948
te September 1940 ! ]
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The average duration of unemployment in Decernber 1949
remained low, although somewhsi above Dlecember 1943.
Furihermore, of the 3.5 million unemployed in Decernber
1949 about 2.7 millico bad been without work less than 15
weels,

The concentration of uvemployment in manufa.c}u;ig
centers in New England and s few other centers of specializ
production became sufficiendy serivus to receive special
attention from Fadarsl and Stats authoritiss beginning about
mid-1949.

Fewer job opporiunities in 1949

Labor turn-over in manufactenng furnishes further evidence
of the loosening of the job market i» 1949. The rate of hiring
rempined below 1948, and about equal to 1939. Seperation
rates for all eauses were about as high as 1948 and well above

Februnry 1850

1888, & yenr of inerepsing employment. The quit rate,
which messures the rate of persons voluntsrily I.eaging jobs,
wad well below 1948 and for the first time in the postwar
garmd began to appresch the prewar :Eri:n‘e. During the

y2t six months, the lay-off rate reached the higheat level of
ihe postwar period.

Decline in hours

Not ooly did nonagricultural employment decline, but
average weekly hours dropped about haif an hour between
1948 and 1949, Pari-time smployment, sspecinlly of the
involuniary type, incressed. The average number of
workers, 35.5 million, who were employed 35 hovrs per week
or more was down 5 ent from 1943, although tobal civilien
em‘Erlnyment. was off only 1 percent. -

eekly hours worked in manufacturing averaged 39.1 in
1849, 1 hour lass than in 1948. REather sharp declines in
hours worked ccewrred in the lumber and primary metel
manufacturing indestries. Many industries, ineluding the
textila, apparel, furmiture, and rubber groups, however,
raised hours rather sharply in the fall of the year, spparently
in en effort to meet increased orders.

Most nonmanufacturing industries, including trade, con-
struction, services, communicstion, and {rensportation re-
duced hours worked moderately during tha year. In noal
and meial mining, especially copper, average hours were
down markedly.

Average hourly and weekly earnings higher
Becauze of moderntely lower comswmers” prices the av
workucajr was bat.t:.:;l off in 1949 a= 3 whole tb.mi; in {3‘943,
manufacturing, real weekiy earnings were up about 3 percent
in ¢ontrest to the movement betweon 1847 and 1948 when
the inerease was negligible. Ulilities workers fared even
Lebter. Coal miners, on the other hand, ienced a re-

duction in real weekly earnings with the shortened week,
thongh their borrly earnings eontinued to rise.

Average hourly for all wape esrners increpsed
between 2 and 3 llzlamqnt Novereher 1048 to November
1949, Only workers in the trans tion, commuanicetion,

and gas and electric industries, with about a 12-percent gain,
obtained substantislly more thaty thiz. Establishmont of
the 4i-hour week on railreads without loss of pay was an
importent factor. The rize in average hourly earnings in
menulacturing during the period was slight. .
These comparisons cover wages paid and do not fu-
clude the income secured by am loie&s in the form of insur-
nnce and ratirament benafits. ttloments of labor disputes
involvad substantial increases in so-called fringe benelita of
both contributory and noncqntnbutargennture _neluding
pensions, and vanous t¥pes of inguranee bacame of inereasi
importance in 1849, These settlernents will mean a sipnifi-
cant rize in non-wage incoma skthough many of them did not
become effective ontil 1950, especi those concerned with
{arge numbers of workers in the sieel and automotive in-
dustries. .
Becanuse of reduced hours worked, average weekly earnings
increased less than the hourly rates-—between 1 and 2 percent
on an all-industry basis. The larpest paing were nbtained in
transportstion and public utilisies, and trade and ssrvice,
The fall pick-up in hours worked in manufacturing was
gufficient to raise weekly sarnings for the year to an average
above 1948 and about a&ual t0 the perk reached in the lnst
querter of that year—although thers was eonsiderabla vogia-
tion in movement among individusl manufscinring indus-
irics. ComsiTuction wor arag;gvm*age@ Bihi%ﬂywmﬂm E
average weekly earnings in 1 then ju . Woge rn
increases were sufficient to offact ahghl.'}y uced hours.
Both wholezale and retail trade reporied relatively stabls
hours and moderaiely higher average hourly and weskly
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earnings. Telaphone workers added about $3.00 to their
weekly earnings snd udlities workers gained about the
SAMe Deresss, ) o

Wage rates in manufacturing, ss indicated roughly by
streight-time hourly earnings, increassd by about 1.4 percent
(September to S-aptembes), :Illfhﬂy more in Jurabla goods
manufacture, less in nondurable goods. For the year as &
whole, however, the incresse in, average siraight-time hourly
egrpings in 1949 over 1948 was § percent, reflecting L
rate inereases obtained in 1948 snd maintained during
past year as well as sorne 1940 increnses.

Labor relations and negotiations

With the moderate decline in the cost of living and reduc-
sion of employment and profits in many industries, no pattern
of money wage increage emerﬁd and the oumber and size of
wage increases fell sharply. a large number of industries
the emphasis shifted from wage incresses to pension and
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wolfare bonefits, resulting lllil&pmm.eted negotiations in which
the steel and sutoroobile industrics set the pace,

A number of industries, including mea’s clothing and seg-
ments of the shoe and textila indostries, agreed to the con-
winuation of the exsting wage rates. Concurrently, wage
increases were extended to some workers in the public utilities,

per, printing, transportation, sand the metal-working in-

wstries. In & few instances some workers accepted waga
cuta for the first time in the postwar period, in acsordance
with previous sgreements tying wages with the cost of liviog.

After move than 7 months during which industrial disputes
resuléing in work stopp reached the lowest levels of the
postwar perigd, the combined effect of the steel and -coel
strilces hrought the total time lost for the im up to almost
half that of 1946 and higher than any other postwar year
axcept 1846. Man-days idle becanse of industrial disputes
comprised 0.6 percent of estimated working time in 1949,
mora than twics the rate of the 1035-30 average. '

The Business Population

THE business population during 1949 followed the course
of business activity, declining in tha first 2 quarters and then
leveling off in the later months, Fewer businesses were
Et-ur &nﬂ diamnt.inu&.ﬁm inmgaaad.lyghé%m &gﬂn h;t:t.iﬂg

i & av A o A00,000, abont
pzrréjéﬁt hwgrauthmmm mmnt or 600,000 more
thaa in 1035

Seasonal influences

Although the number of firms in operstion has shown a
steady decline since mid-1948§, it is necessary to take account
of the fact that the business populafion is subject to seasonsl
influences. Characteristically the number of new businesses
formed is reladively high in tha first half of the year; this was
true even in years like 19246 and 1947, In this earlier perod,
however, the number of firms in operation was so low relative
to_the general level of business activity thaé births were
substantially in axcess of deaths and $he eeaconal daclines
in births in the second balf of the year were still insufficient
to cause o drop in the business populetion. Now that this
“*dofisit” in frme hes been mads up, births and desths arve
much more nearly in balance and these ssasons! movamenta
cathot be Jpnorsd.

On a seasonslly sdjusted basis the peak in the business
population was reached about the end of 1948, even though
thers was an actual drop in ths number of operating firms in
the latter half of 1948.

The sleckened paca of business activity in the firss hall of

194% dampened the rise in new firm formation and the-

increasingly compsetitive marlket situation which accompaniad
the epsing in ‘an and output tock heavier toll of existing
businesses. The 50,000 decline in the mumber of firms in
cperation was clearly eounter-sessons! in character. Tenta-
tive eatimates for the last 6 months of the year indicate little
more than the unsval sessonsl decline in births while the
stabilization of activity in the remaindsr of the year had
the effect of redycing dighély the number of discontinuances.
Congequently, the number of firms in existence at the close
of 1949 was substantinlly wochanged from the mid-year
level if seasonal influences are taken into account.

Change in factors affecting births and deaths

In 1949, to s greater extent than in other B':lmsw.ﬂt.r FEaTs,
movements in births and deaths were governed by changes in
the geperal business situation. The trend in the pumber
of new and discontiouned husinesses since 1944 is illustrated
m chart 19, which brings out the initial rise and subseguent

fall in the nwmber of new firms snd the steady upward
movament in diseontinuences,

Diring the war the mumber of firms fell quite sharply,
while the immediate postwar years sew an exiraordinary
sxpansion of the business population until its normal
tionship with gross natio tﬁ:}duﬂl was raesteblished eazly
in 1948. The decline in births between 194 and 1948 was
a reflection of the faet that s deereating number of firms
was required to0 meke up the ‘‘deficit” in the business
population which had been caused by the war. Although
the number of discontinued businesses has shown a stea
rige since 1944, the rise up o 1948 far the mos: part reflecte
the fact that a large proportion of the firms in the business

opulation was very yo and the mortality rate of such
g.rmz iz ordinarily quite high,

Fewer operating firms in most industries

More firms were discontinuad last year than wera formad in
each of the major industry divisions. In terms of the average
number of Srms in opeeation during the year, however, there
appears t6 have been & emall rise ower 1042 in eontrack
construction, 85 ndieated in teble 17. With the exception
of mining and quan and manufacturing, however, the
percan declines in the ms,i;:rr industries were quite small.

The excess of desths over births in manufacturing repre-
sents a continvation of the 1948 wend. The dacline in the
demand for the products of manufseturing plants in the first
half of 1944, which was evident in the sharp drop in manu-
facturing output, wis accompanied by & man rise in
discontinuayces in s number of industries, natably Jumber
snd wood products, paper, chemicals and metals and metal
products. Althuug’l:l detniled data on discontinnences in the
second half of 1949 are not Eat- svaieble for these indusiries,
what information is &t bhan ests thet a drop in discon-
tinnances necompaniad the third and fourth quarier rise in
mannfacturing output.

Manufacturing loses much of postwar gain

Manufecturing reilrmenia the interssting case of an indus-
try ‘which has los; & mﬁga portion of its postwar growth, As
cah be seon from e 17, the pumber of manufacturing
firms in operation dwring 1949 was fractionally below the
number e existencs during 1946, alihough it wee about one-
third greater than n 1939, ar well abova the all-industry
average increass of 18 percent. In a few manufacturing
industries thare hava heen substantiel declines from poatwsar
peals—food, tobnceo, lumber, chemicsls, stone and trans.
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Chart 19 =—MNumber of Mew and Discontinned Businesses
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portation equipment have decdlined approximately 15 percent
or more from the peak level of firms in operntion. Most
ether manufasturing industries have sxperionced rather smnll
rolative declines while a few—patrolaum, for example—have
shown o fairly steady rise thro ut the postwar period.
One repson for thiz behavior in the manufacturing popu-
lation is tracesble to the fact that, uolike the other major
ndustry divisions, the business E}pu]at.inn in manufactur
incrensed steadily throughout the defenss and war paried.
As can be seen in table 17, menufacturing firms in operation
during 1943 averaged 7 percent above 1030, The manu-
iacturing population has typically been much more volatile
that other industries and the pestwar demand for goods and
high profits stimulatad & very pronounesd expansion in the
number of manufectwing firms. Data on manufacturing
profits indicate that profits of the smallest firms hove under-
ne the preatest relstive decline sinee 19047—just as earlier
ey had risen the most—and this has had adwverse reper-
cussinns on new firm formation and bueiness dizcontinuances.

Failures higher

Not only was there an Incresse in total discontinuances
betwaen 1948 and 1949 but in addition there was a sharp
inereaze in the number of failures 8z reporied by Dvm and
Bradstreet. As has been pointed out in previous issues of

Tuble 17.—Average Number of Firms in Operation and Percent Changze, by Major Industty THrisiens, Sclected Years, 1930-49
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the SurveT the Dun and Bradstreet failures represent only
& small fraction of discontinuaneses, being confined primarily
to bapkrupteles.

For the year as g whole failures were sbout 75 percent
greater than in 1948, nlthough by prewar standerds failires
i the a.g%'regate were shill quite Jow, being 20 percent helow
the 1941 lavel. In tarms of the business population increase
since 1941 the oomgm‘ison of faihires over this perind appears
even more favorable. It is interesting to nots, however,
that sll the decling in the numhber of failures sinee 1941 iz
concentrated n reteil trade.  In mu.n‘nfat:tmrhﬁ ond mining,
wholesals trade, construction, nnd porermercinl service the
numher of failures in 1949 averaged higher than in 141,
bt for the most pmt frilure rafes—iailures relative to the
busmess population—wers lower than before the war.

Lower demand for capiial goods by new firms

Ta previous issucs of the Survey it was pointed cut thet
the rapid expansion of the business population in tha aarly
postwer ¥ears gave riee to a considsrable demsnd for new
investment. In 194% it is estimated that expenditurss on
new plant and eqnipment apd inventories by new ponfarm

business were 10 to 15 percent of the sorrespondmng volume
of investmaent by all nenfarm business. In & peviod of
declining business populstion such as has ocourred in the

g=t year the demend for capital goods stemnming from new

m formntion has been of slight proportions.” The rise
in discontinuences has pesulted in an increasing stock of
capital goods—in tha form of used plant and equipment—
availzble for new businesses. . .

This is not to suggest that there is no ]i’omtwe demand for
investment hy new firms with o declining business populstion
since tha veed equipment of the discontioning may noh
be of the kind required 'E&{ the new firms; in eddition, there
may be geopraphical difierences in the sreas where vsed
plant or equipinent is available and whave new firms are
buinéflfurmd+ Moreover, of the large number of new firma
which came into existence in the 1845-47 period, many ara
still in 2 process of growth and are making new outlays for
expansion.

onetheless, with new husinesses some 45 percent lower
than in 1946 and actually lower then deaths, new capital
pupenditurss by new firms bave shrunk cnnsicfmbly in the
past feww years ond thiz has bewn en important element in
the weakening of aggregate busingss dernand for new invest-
rent,



